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AvcusT 14 is the 20th anniversary of the Social Security Act, which 
established the Federal-State system of unemployment insurance in this 
country. This 20th birthday of unemployment insurance is an appropriate 
time to celebrate the accomplishments of our program, to take stock of 
where we are now as compared with where we started, and to reflect on the 
part that this program should play in the future. 


Unemployment insurance makes a vital contribution to the well-being of | 
workers and their families and to our national economic well-being. The 
story of Twenty Years of Unemployment Insurance, told in the following 
pages is, on the whole, a story of progress and of worthwhile accomplish- 
ments. It is a story of devoted effort on the part of thousands of men and 
women—Federal workers in Washington and the regions and State workers 
in the 51 central offices and the 1,700 local offices. 





It is the day-to-day work of each of you which combines to make the total | 
story. You are to be congratulated on your achievements. Your indi- | 
vidual activities, which sometimes seem routine, are the stones with which || i 
the structure is built. Without these daily activities, no matter how good 
the laws, the program will never reach its full potentialities in promoting 
the well-being of our workers and the well-being of our country. 


As President Eisenhower has stated to the Congress, ““Unemployment 
insurance is a valuable first line of defense against economic recession.” 
It is a Federal-State business that for the last 9 years has paid jobless workers 
1] an average of over $1 billion a year in unemployment insurance benefits. 
The program demonstrates that significant and lasting progress in social 

and ecogomic legislation can be made by a sincere partnership of Federal 
and State governments. 


In 1954, the Federal provisions were improved so that the benefits of this 
program were extended to 4 million additional workers. I have written 
to the State governors, urging that they recommend increases in both 
benefits paid and the duration of benefit payments. The response from the 
State governors has been heartening. Significant action was taken to 
bring the program nearer the goals set forth by the President as is shown in 
detail in the pages following. The important thing is for us all to continue 
to work for a system that provides all the people of our country adequate 
unemployment insurance with dignity and dispatch. 
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I. What is 


Unemployment Insurance? 


HAT is unemployment insurance? Why do we 

have it? Who benefits from it? We who work 

in the program take it for granted that everyone 
knows the answers to these questions. Not everyone 
does. Certainly not everyone did 20 years ago when 
the program was started. 

Briefly stated, unemployment insurance is an 
income maintenance program; it is insurance against 
a portion of wage loss when workers lose their jobs. 
Funds are built up by taxes on wages during periods 
of employment so that weekly benefits can be paid to 
workers during periods of unemployment. 

In the United States, the program, up to June 30, 
1955, had collected $20 billion for the payment of 
benefits; had paid out over $14 billion; and, with over 
$2 billion of interest on the funds, started the new 
fiscal year with a balance of $8 billion available for 
benefits. 

Like any insurance, unemployment insurance pro- 
vides for pooling resources to meet a widespread 
hazard. In the United States unemployment insur- 
ance spreads the cost of unemployment over all the 
geographical areas and industries within a State, 
some of which are more vulnerable than others to the 
hazard of unemployment. It spreads the cost over 
periods of time, in that taxes are collected in both 
good years and bad years and benefits are paid in 
varying amounts as needed, when economic con- 
ditions change from year to year. 


Social 
Insurance 
Unemployment is one of the most serious risks 


which wage earners in a dynamic industrial economy 
face—the risk of losing their jobs and their income. 


It is also one of the greatest risks to a community and 
to the Nation—the risk of losing the buying power of 
large numbers of people. Individual initiative and 
private enterprise alone cannot cope with such a risk. 

For these reasons unemployment insurance is social 
insurance, fostered and administered by govern- 
ments, rather than private insurance. Unemploy- 
ment insurance is even more completely social insur- 
ance than such other wage-loss-compensation pro- 
grams as old-age insurance, disability insurance, or 
workmen’s compensation. Workers or employers can 
buy retirement insurance, health and _ accident 
insurance, or workmen’s compensation insurance 
from private insurance carriers but no private insur- 
ance carrier sells unemployment insurance because 
of the unpredictable character of the risk of unem- 
ployment. 

Unemployment insurance is not a general program 
to take care of all the unemployed. Its benefits are 
paid only to workers who normally depend for their 
livelihood on their earnings in covered employment 


. and only when they are involuntarily unemployed and 


are able and willing to work. These benefits are paid 
as a matter of right to claimants who qualify as 
insured workers by reason of their past employment 
in jobs subject to the law and by reason of the circum- 
stances of their unemployment. 

Unemployment insurance has characteristics which 
distinguish it from other income maintenance pro- 
grams, such as public assistance. There is no means 
test. Benefit amounts and duration are defined by 
law so that workers can know in advance what 
benefits they will be entitled to if they are unemployed 
and eligible under the terms of the law. ‘The benefits 
are financed, not from general taxation but from 
contributions based on the workers’ earnings; in most 
States all contribuions are paid by employers. 
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Insured workers’ unemployment insurance policies explain the benefit rights for which they may qualify, and their 
responsibilities in claiming benefits. 


Causes of 
Unemployment 


Unemployment is inevitable in a highly dynamic 
economy such as that of the United States. Some 
unemployment exists even in good times. The need 
for unemployment insurance is revealed by an analysis 
of the primary causes of unemployment. 

Changes in the seasons result in peaks and valleys 
of business activity and employment. Weather limits 
the season of operation in logging, out-of-door con- 
struction, fishing, shipping on the Great Lakes, various 
food-processing industries, and tourist and other busi- 
nesses in resort areas. Weather and style factors limit 
the busy season in the fur and garment industries. 

All States experience some seasonal unemployment; 
in some parts of the country, seasonal industries repre- 
sent a large proportion of industrial activity. Some 
workers in highly seasonal industries are employed too 
casually or too briefly to come within the protection 
of unemployment i insurance and seme unemployment 
insurance laws impose limitations on benefits payable 
to workers in such industries. Yet thousands of 
workers who depend for their year-round livelihood 
upon employment in industries which have sharp 
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seasonal fluctuations are benefited by unemployment 
insurance payments. 

Inventories and model changes, business failures and 
mergers mean loss of work. Depletion of natural 
resources as in the coalfields and shifts in demand, as 
from coal to oil, throw individuals and communities 
out of work. Catastrophes such as fires and floods 
cause temporary shutdowns or layoffs. (See the 
Arkansas story, p. 3, for testimony concerning how 
unemployment insurance helped after one tornado.) 

Technological unemployment results from the 
development of new products, such as synthetic fabrics, 
or new methods of producing old products or of per- 
forming services, such as new printing devices or new 
business machines. Such technological changes may 
displace, either temporarily or permanently, workers 
whose products or skills become obsolete as a result of 
the new developments, while at the same time they 
open up new job opportunities ir the exercise of new 
skills and in the manufacture of new products. Recent 
developments in electronics and in automation are 
accelerating this process of technological change and 
may result in temporarily increased technological 
unemployment. 

The last 20 years have seen much relocation unem- 
ployment. During the war years, the building of new 
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aircraft and atomic energy plants and large-scale 
housing projects for their workers required an unpre- 
cedented moving of construction and production 
workers. In addition, there have been geographic 
shifts of industries for economic reasons. The reloca- 
tion of a family’s main breadwinner and the resultant 
move of his whole family often means dislocation of a 
secondary worker in the family—the wife or son or 
daughter. Unemployment insurance has helped to 
bridge the gap between jobs for many such workers. 


Some unemployment is due initially to workers’ 
personal and individual reasons—for example, that of 
workers who left their jobs because of temporary 
illness or compelling problems of family care and who 
cannot get jobs when they are ready to go back to 
work, 

Unemployment insurance in the USA has not been 
tested in any major depression; it has not had to 
meet cyclical unemployment arising from the cur- 
tailment of business activity in the fluctuations of the 
business cycle. 


But the last 20 years have not been free from reces- 
sional unemployment, and unemployment insurance 
has helped both directly and indirectly. When 
average weekly unemployment almost doubled from 
1953 to 1954, payments for unemployment insurance 
slowed down the drop in personal income. Benefit 
payments rose more than a billion dollars—from 
$962,000,000 in 1953 to $2,027,000,000 in 1954. 
The purchasing power growing out of these unem- 
ployment insurance payments helped to sustain the 
demand for goods, to prevent other unemployment, 
and thus to hasten the recovery from the recession. 


Functions of 
Unemployment Insurance 


In these various types of unemployment, unem- 
ployment insurance makes an important contribution 
to workers, to employers, and to the total economy. 


To insured workers who are employed, unemploy- 
ment insurance lends a feeling of security; they know 
that should they lose their jobs through no fault of 
their own, they will not be totally without income. 
For insured workers who are unemployed, it means 
cash to ease the crisis of loss of their jobs. These pay- 
ments help workers buy food, housing, and other 
essentials for themselves and their families. Since 
the program requires registration at the public 
employment offices, it helps workers find new jobs— 
and suitable jobs. 


Benefits between jobs help to conserve workers’ 
skills. ‘They reduce the pressure on jobless workers to 
take blind-alley jobs in which they would lose their 
skills and the status which goes with skills. At the 
same time unemployment insurance facilitates the free 
flow of workers between communities. When workers 
must leave a community because of industrial or 
community changes or for personal reasons, unem- 
ployment insurance helps sustain them until they 
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How Unemployment Insurance Helped 
After an Arkansas Disaster 


Excerpts from news stories in the ARKANSAS GAZETTE, 
WARREN EAGLE-DEMOCRAT, and BENTON COURIER. 


THs southern Arkansas town felt the full goodness of 
unemployment insurance at a time when the town’s 
economic structure was threatened with the destruction of 
the main power plant of the Bradley Lumber Co. by violent 
winds January 3, 1949. 

Unemployment insurance payments to the lumber work- 
ers, thrown out of work through no fault of their own, 
saved the day for Warren. The city fathers were quick to 
admit that without the benefit payments, the city would have 
faced certain economic disaster. 

Nearly all of Bradley Lumber Co.’s workers were job- 
less because its main power plant had been destroyed. 
About 350 of them were recalled to remove wreckage and 
guard property. That left 650 employees idle. 

The Employment Security Division of the State Labor 
Department moved swiftly to meet this grave situation. It 
opened a temporary office here to make immediate unem- 
ployment insurance payments to those who had built up 
enough wage credits to become eligible. 


anuary 10 and May 23, when accumulated 
credits had been exhausted, the State agency paid $207,000 
to 1,190 jobless residents. This money kept the company’s 
experienced force intact, ready to resume work when jobs 
were reopened. Weekly checks bought the necessities of 
life and paid rent until wheels turned again at the plant. 


Between 


.- * * 


A local grocer said that most of his business during the 
critical period of reconstruction was by persons drawin 
unemployment insurance. ‘When the payments stopped, 
we grocers sure felt the sting. Unemployment insurance 
was a godsend to us all.” 


*- * * 


“Inasmuch as unemployment insurance provides a feeling 
of security for workers, it helps business by keeping people 
in a confident mood for planning, buying and building,” 
W. D. Roody, president of the local chamber of commerce 
stated. ‘It certainly kept up the morale of the town’s 
workers, and in our particular case unemployment insur- 
ance proved that it is a defense against a cut in buying 
power and is the worker’s first safeguard against insecurity 
when he loses his job through no Saale of his own.” 


*- * * 


From an editorial in the BENTON COURIER 


This newspaper is beginning to see the benefits of the 
unemployment insurance, despite some abuse of the law. 
The reserve built up by this law, which requires employers 
to pay from 5 mills to 3 cents on every payroll dollar, is 

roof of extreme benefit in meeting grocery requirements 
‘or workers who have been laid off in the large industrial 
centers in recent weeks. 

This unemployment insurance was a tremendous help 
down at Warren following a tornado on January 3. 

Of this emergency period, R. W. Fullerton, president of 
Bradley, said: ““Through the company’s record of continu- 
ous operation, a large credit was built up by Bradley’s 
contributions for the benefit of its employees. Because of 
this credit, approximately 600 of our employees who were 
not reemployed in the rehabilitation of our plant were 
enabled to draw unemployment insurance benefits.” 

















find employment in other localities where their skills 
are needed. 

Unemployment insurance serves employers by help- 
ing them maintain a trained labor force. During the 
war years it helped employers retain stand-by forces 
essential for the expanded activity of their plants 
when they were retooled for war production. Plant 
efficiency and national productivity depend on getting 
workers into jobs where their highest skills are used. 
While this is the responsibility of the employment 
service, the unemployment insurance program helps 
stabilize the labor market so that matching job open- 
ings with applications for work can proceed in an 
orderly fashion. 

Unemployment insurance helps maintain purchas- 
ing power in a neighborhood, town, or region where 
workers have been laid off. By maintaining part of 


the purchasing power of the workers directly con- 
cerned, unemployment insurance helps prevent “‘sec- 
ondary unemployment” of people who provide the 
goods and services that workers buy—for example, 
workers in stores and shops, restaurants, and laun- 
dries. Thus, unemployment insurance helps main- 
tain confidence among workers, employers, and the 
communities in which they live. It helps prevent the 
contagion of fear which starts a downward spiral of 
curtailment of business. 


The detailed objectives of Federal policy regarding 
unemployment insurance, as approved by the Secre- 
tary of Labor April 1955, appear on the inside back 
cover. 








What They Say About Unemployment Insuranee 


An Employer Speaks 


HEN a worker loses his job and wage, his monthly 

bills face him just as inevitably as when he is on 
the payroll. His rent, or his mortgage payments and 
property taxes, his installment contracts, his grocery 
bills and his public utility bills must be paid, Job and 
wage losses destroy his way of life. They disorganize 
his family and his family relationships. ‘They destroy 
his standing in the community, his credit with his 
suppliers. Mass unemployment, I believe, must and 
can be substantially mitigated. That part of unem- 
ployment and wage losses which cannot be abolished 
can be provided for by means of individual thrift, by 
voluntary group programs of sharing and spreading 
the risks and, where these two do not suffice, by social 
insurance. 

Just as I believe in business insurance, so I believe 
that social insurance has a place in a dynamic, change- 
ful system. 

Social insurance can never assure complete pro- 
tection—the risks are too diverse and it is not the 
function of the State to become the guardian of its 
adult citizens. Rather, the purpose of social security 
is to provide protection of minimum standards. 

Social security will grow. The pattern will change. 
The program is incomplete and the coverage perhaps 
is inadequate. . . . This is a matter of experimentation, 
of trial and error, of slow steady growth rather than 
revolution. 

—Eric A. JOHNsTON, 
President of the Chamber of Commerce 
of the United States, January 1944 


An Economist Speaks 


NEMPLOYMENT COMPENSATION is more 
than a method of giving relief to the unemployed. 
It helps sustain the demand for goods and thus to pre- 
vent unemployment. ‘The higher the ratio of benefit 
payments to the wage loss from unemployment, the 
more effectively is this accomplished. Unemployment 
compensation is financed by a tax on payrolls. Hence 
the receipts of unemployment-compensation funds 
fluctuate with employment and payrolls in the covered 
industries. Payments from the funds vary, of course, 
with unemployment. With proper rates of taxation 
and of benefit payments, the disbursements of the 
unemployment fund (or funds) should exceed receipts 
in periods of low employment. This means that in- 
comes available for the purchase of goods are greater 
than they otherwise would be . 

An important advantage >of unemployment com- 
pensation is that benefit payments automatically in- 
crease when business falls off. No forecasting of a 
recession, no legislative or administrative decisions 
are necessary to make it operative. Whether anyone 
has foreseen the recession or not, unemployment- 
compensation benefits are paid. 

Since unemployment compensation helps to pre- 
vent unemployment, it is desirable to get the ratio 
of benefit payments as high, relative to wage loss, as 
can be done without causing large numbers of persons 
to prefer unemployment to work. 


—SuMNER H. SLICHTER 
in The American Economy 
(7948), pages 107-12 
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I. Antecedents of 


the Federal-State System 


NEMPLOYMENT INSURANCE in the 

United States was one answer of the Federal 

Government and the State governments to the 
unemployment problem of the 1930’s. The Federal- 
State program adopted is unique in many respects. 
Its planning was influenced, however, by many pro- 
grams which preceded it—unemployment insurance 
programs in other countries, State workmen’s com- 
pensation laws, voluntary plans in this country, and 
the Wisconsin unemployment insurance act. It was 
influenced also by the economic conditions and the 
political climate of the 1930s. 


Early Unemployment Benefits 
in the United States 


In the early 1930’s, only a few groups of workers 
had protection against unemployment through their 
unions or employers. In 1934, about 100,000 workers 
were covered by trade union plans and about 65,000 
by joint union-management plans, chiefly in the gar- 
ment trades. Another 70,000 were covered by volun- 
tary company plans, mostly guaranteed employment 
plans. These voluntary plans were modest in scope 
and in coverage. Ordinarily, they paid benefits to 
seasonal workers in the off season. They were of 
limited help in planning a comprehensive system of 
unemployment insurance. 


Unemployment Insurance 
in Other Countries 


The first unemployment benefits in Europe were 
those provided by trade unions for their members and 
the first successful plans for government action were 
in the form of subsidy to these trade-union plans. 
The best known of these plans were started by small 
local unions in Belgium, in Liege in 1897 and in 
Ghent in 1901. 
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Over the years, the need for pooling the risk forced 
amalgamation of many of these funds into national 
organizations and in 1920 the Belgian Government 
welded these units into the semblance of a national 
system with centralized control of funds and national 
subsidies when needed. During the depression of the 
1930’s, centralization increased and in 1934 communal 
funds were abolished and nationally controlled place- 
ment-and-unemployment offices were established. By 
1935, 10 European countries had unemployment in- 
surance systems under which government subsidies 
were paid to voluntary plans. (See p. 6.) 

Compulsory unemployment insurance legislation 
was enacted in Europe more than 2 decades before 
any such law was passed in this country. Great 
Britain was the first country to establish national com- 
pulsory unemployment insurance—in 1911. By the 
time the Social Security Act was passed in the United 
States, 10 foreign countries had compulsory unem- 
ployment insurance laws. (See p. 6.) 

This foreign experience was studied by people: in 
this country who were advocating similar laws here. 
While, in many respects, laws in the United States 
and in the individual States have to be related to 
local conditions, the experience of the other countries 


' was followed where it was applicable. 


As amended through February 1935, the British 
Act covered most of the nonagricultural workers 
between 16 and 64 years of age, excepting non- 
manual workers earning at a rate of more than 250 
pounds a year. The system was financed by flat-rate 
contributions from employers, employees, and the 
national government, based on seven categories by 
sex and age. Benefits were payable for 26 weeks at 
rates: varying by age and sex. Statutory conditions 
for the receipt of benefits, and provisions on waiting 
period, availability, and disqualification were sub- 
stantially like those incorporated in the original State 
laws. So also was administration through local 
employment exchanges. 











Before The Social Security Act 


Compulsory unemployment insurance laws: 
1911—Great Britain and Northern Ireland. 
1919—Italy. 

1920— Austria. 
1920—Irish Free State. 
1922—Queensland, Australia. 
1924—Poland 
1925—Bulgaria. 
1925—Switzerland (13 cantons). 
1927—Germany. 
1935—Canada. 
Laws subsidizing voluntary insurance systems: 


1902—France. 

1907—Denmark. 

1915—Norway. 
1916—Netherlands. 
1917—Finland. 

1920—Belgium. 
1921—Czechoslovakia. 
1924—Switzerland (12 cantons). 
1931—Spain. 

1934—Sweden. 


Early Proposals 
for State Legislation 


The first proposal for a State unemployment insur- 
ance law in the United States was made in 1916 when 
a bill, largely modeled after the British Act of 1911, 
was introduced in the Massachusetts legislature. A 
similar bill was considered by New York in 1921. 
Neither bill passed, nor did bills introduced in several 
other States during the 1920’s. 

All during the depression of the 1930’s there was 
widespread interest in enacting laws to help unem- 
ployed workers. In 1933, for example, 83 bills were 
introduced in 23 States but none was enacted. By 
1934, bills had passed one house of the legislature in 
California, Connecticut, Maryland, Minnesota, New 
York, Ohio, and Utah. These bills were defeated in 
the other house by protests from employer groups 
that they could not afford the cost of insuring unem- 
ployment in the midst of a depression and that passage 
of such a bill in their State would put them at a dis- 
advantage in competition with employers in other 
States. 

Organizations such as the American Association for 
Social Security (led by Abraham Epstein) and the 
American Association for Labor Legislation (led by 
John B. Andrews) debated the need for such legis- 
lation and the form it should take, and aroused much 
public interest in proposals for unemployment 
insurance. 


The Wisconsin Law 


The most persistent efforts to obtain State unem- 
ployment insurance legislation were made in Wiscon- 
sin, largely through the interest of Professor John R. 


Commons and his associates at the University of 
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Wisconsin. Every legislature from 1921 to 1931 con- 
sidered an unemployment insurance bill. The early 
proposals were modeled on workmen’s compensation, 
with the cost to be borne entirely by employers to 
encourage them to stabilize employment. Insurance 
was to be carried by a mutual insurance company, 
with employers’ contribution rates varied according 
to their experience with unemployment. 

In a special session in 1931, Wisconsin enacted the 
first unemployment insurance law in this country 
(approved in 1932). The effective date for benefits 
was initially deferred for 2 years and later delayed 
until 1936. The Wisconsin law provided that em- 
ployers maintain individual employer reserves in a 
State fund, each employer’s reserve to be used for 
the payment of benefits to Ais own workers when they 
were unemployed. The employers’ contribution rates 
were to be varied in accordance with the payments 
from their reserves to their former workers. When the 
reserve per employee reached a certain level, the 
employer’s contributions would be suspended. A 
claimant’s weekly benefits and benefit duration were 
to be determined separately for each employer, the 
last one first, according to his employment and wages 
with that employer. 

Bills of the Wisconsin type were introduced in many 
State legislatures and such legislation was recom- 
mended in 1931 by the Governors’ Interstate Com- 
mittee on Unemployment Insurance, representing 
Connecticut, Massachusetts, New Jersey, New York, 
Ohio, and Pennsylvania. 

In 1932, an Ohio Commission on Unemployment 
Insurance recommended a different plan. It pro- 
vided for a statewide “pooled fund,’ employer and 
employee contributions with no variation in rates, 
weekly benefits related to base-period wages from all 
employers, and a uniform duration of 26 weeks of 
benefits for all eligible claimants. Its emphasis was 
on the social aspects of the problem of unemployment 
and the conditions that create unemployment, 
beyond the individual employer’s responsibility. 

Though the Wisconsin and the Ohio plans were the 
chief ones considered, many other systems were pro- 
posed. A Massachusetts bill proposed an Employers’ 
Mutual Unemployment Insurance Company; a 
Missouri bill proposed a separate reserve for each 
employee, to be built up by equal contributions from 
employers and employees. 

Not until 1935 did any other State take action. 
Then six States—California, Massachusetts, New 
Hampshire, New York, Utah, and Washington— 
acted in anticipation of the passage of the Federal 
Social Security Act. All of these early laws were 
amended in the next legislative session; the Washing- 
ton law was changed because it was declared uncon- 
stitutional by the State Supreme Court. 


Proposals for Federal Legislation 


In 1916 a resolution was introduced in Congress to 
create a committee to draft a national unemploy- 
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ment insurance law. This resolution did not pass and 
no further interest was evidenced by Congress 
during the prosperity of the 1920’s. In 1928 and in 
1931, the Senate Committee on Education and Labor 
held hearings on the problem of unemployment in 
this country and experience with unemployment 
insurance in foreign countries. In 1931 and again in 
1934, Senator Robert F. Wagner introduced bills 
providing for a Federal-State system but none of 
these bills came to a vote. 


In June 1934, President Roosevelt appointed a 
Committee on Economic Security to study the 
problem of unemployment, as part of the whole 
problem of economic insecurity. Secretary of Labor 
Frances Perkins was Chairman of the Committee. 
A board of Government experts and an advisory 
council representing the public, employers, and 
workers was appointed. A technical staff went to 
work and in January 1935 the Committee’s final 
report was transmitted to Congress, recommending, 
among other programs, one on unemployment in- 
surance at the earliest possible date as a first line of 
defense to increase the security of all who are un- 
employed. 

Bills embodying the detailed recommendations of 
the committee were subsequently introduced by 
Senator Wagner and others. Because of the tax 
features of the laws, hearings on these bills were 
conducted by the House Committee on Ways and 
Means and the Senate Committee on Finance. 


Economic Background 
of the 1930's 


When the Social Security Act was being considered 
in 1934 and 1935, the number of unemployed workers 
in the Nation was estimated at 11 million. State 
general relief programs had broken down and had 
been supplemented by one Federal program after 
another—CWA, PWA, FERA, CCC. WPA, the 
largest of these programs, reached its height late in 
1935. 

An article in STATE GOVERNMENT in May 1935 cited 
as “‘illuminating”’ the number of reports from States 
that State action on unemployment insurance was 
awaiting congressional action. It seemed that unem- 
ployment insurance would have to be developed on a 
nationwide rather than a State basis. 


However, the Committee on Economic Security and 
the Congressional committees considering the Federal 
legislation had the problem of fitting unemployment 
instrance into a Federal-State political system. The 
advocates of the workmen’s compensation approach 
had the “‘States’ rights’’ point of view; they advocated 
the “State laboratory’’ approach for experimenting 
“*close to the grassroots.”” In addition, it was feared 
that a Federal system would be declared unconsti- 
tutional. 


The depression had other effects on the planning of 
the new system. Mass unemployment led the plan- 
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The Chairman of the Committee on Eco- 
nomic Security describes the function of un- 
employment insurance: 


ALL that was intended, or hoped for [in 1935] 
was to establish a system of unemployment in- 
surance to provide in the future some tide-over 
income during the early impact of unemploy- 
ment. We always admitted that, if there should 
ever again be a major crisis, a cyclical depres- 
sion, with accompanying unemployment, the 
unemployment insurance system would not be 
adequate for all the people. But we also pointed 
out that in the surveys we had made of the then 
unemployed, by far the largest number had had 
intermittent employment. If they had had un- 
employment insurance to draw upon, even in 
small weekly amounts, in the early part of the 
depression, their expenditures would have been 
sufficient to cushion the decline of business and 
to make a market for the continuing production 
and sale of goods and commodities—and thereby 
to reduce the total amount of unemployment. 

Even if the allowance were small. . . never- 
theless, if it came at the beginning of unemploy- 
ment, it would sustain savings and credit, it 
would stave off evictions, it would serve to piece 
out the intermittent unemployment which mem- 
bers of a family might have during a depres- 
sion. In short it would be worth, in peace of 
mind and in practical family budgeting, more 
than its cash value would indicate. 


—FRANCES PERKINS 











ners to exaggerate the possible costs of unemployment 
insurance, and low payrolls, as a tax base, made them 
underestimate future tax receipts. Hence they were 
conservative in their recommendations on waiting 
period, benefit amounts, and duration. 

In enacting the unemployment insurance provisions 
of the Social Security Act, Congress recognized that 
there is both a national interest and a State interest 
in unemployment and in measures to alleviate it. The 
causes of unemployment are not contained within 
State borders; they are often of a national or inter- 
national character. Even when unemployment is 
restricted to one locality, it may be due to a national 
shift in demand, a widespread technological change, 
or a shift in the location of an industry. The effects 
of unemployment are felt not only in the State where 
it occurs but in the Nation as a whole. Hence it is 
the concern of the Federal Government to minimize 
unemployment and mitigate its effects as part of its 
responsibility to promote the general welfare. How- 
ever, Congress considered it feasible and desirable for 
the States to undertake to provide and administer 
unemployment insurance programs that would meet 
local needs. 








Voyta Wrabetz, chairman 
of the Wisconsin Indus- 
trial Commission, signs 
the Nation’s first unem- 
ployment benefit check, 
August 1936. 


First Unemployment Insurance Check in the United States 


JINETEEN years ago, on August 17, 1936, Wis- 
consin paid the first unemployment benefit check 
ever issued in this country from a State unemployment 
fund. It went to Neils B. Ruud, who had worked at 
the Brock Engraving Co. of Madison. Here is the story, 
excerpted from a release of the Unemployment Com- 
pensation Department of the Industrial Commrssion 
of Wisconsin at that time. 


Wisconsin paid today the first unemployment benefit 
check ever drawn on a State unemployment fund under any 
American unempioyment compensation law. 


The check was for $15, paid for 1 week of total unem- 
ployment. Benefits are now being paid in Wisconsin 
about 18 months before payments are scheduled to start in 
any other State. How much benefits an unemployed worker 
can draw from his employer’s reserve account will depend 
on his wages and length of service for that employer. 


Wisconsin officials recognized as an historic occasion 
the signing of the first check under any American unem- 
ployment compensation law. At the ceremony all three 
members of the Wisconsin’ Industrial Commission added 
their signatures while Paul Raushenbush, director of the 
Commission’s Unemployment Compensation Department, 
acted as master of ceremonies. 


Representatives of organized employers and of organized 
labor were also present to witness the signing of America’s 
unemployment benefit check “No. 1.” Ever since the 
Wisconsin law was passed, the Industrial Commission has 
counseled with an advisory committee composed of three 
representatives selected by the Wisconsin Manufacturers’ 
Association and of three representatives selected by the 
Wisconsin State Federation of Labor. This advisory com- 
mittee has helped to shape administrative policy under the 
law, and also to improve it by recommending legislative 
’ amendments—with the result that the law has had cordial 
support by both employers and workers. 


Besides the representatives of employers and of labor, 
and the administrators of the law, there were other inter- 
ested spectators at the check-signing ceremony. Here are 
some of the statements made by those who participated in 
the ceremony: 
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VOYTA WRABETZ, Chairman of the Industrial 


Commission: 


This first unemployment benefit check marks an impor- 
tant forward step in the direction of greater economic secu- 
rity and social justice for all the people of America. We are 
proud of Wisconsin’s leadership in this field. The Indus- 
trial Commission hopes that our continued administration 
of this law will have the same hearty cooperation from 
employers and labor which we have had since the law was 
passed 4 years ago. 


HENRY OHL, President of the Wisconsin State 
Federation of Labor: (No. 1 on photo) 


This is an important day in American history, because 
this first benefit check stands for a principle which is vital 
to workers and the entire community. This principle is 
that employers must accept responsibility for giving their 
men steady work and an adequate annual wage; or else pay 
benefits to these workers during slack periods, when they 
are laid off and cannot find other work. 


PROFESSOR JOHN R. COMMONS: (No. 2) 


It is more than 15 years ago, since I urged the 1921 
Wisconsin legislature to pass a law which would pay bene- 
fits to unemployed workers, and would also encourage 
more regular employment by employers. I am glad that 
Wisconsin now has such a law in full operation. I look 
forward to the day when every State in this country will 
give its workers similar protection against unemployment. 


PROFESSOR E. E. WITTE, formerly Acting Director 
of the Wisconsin agency and Executive Director, Com- 
mittee on Economic Security: (No. 3) 


Unemployment benefit laws cannot work miracles; but 
they can and will provide workers a first line of defense 
during short periods of unemployment. Such benefit 
payments should help to maintain purchasing power during 
slack periods. 


PAUL RAUSHENBUSH, Administrator: (No. 4) 


We have started to pay unemployment benefits in Wis- 
consin. That is fine, and mighty important; but let’s not 
forget that steady work and wages will always be better 
than unemployment benefits. 
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A. The Ui 


Program Adopted in USA 


HEN the Social Security Act was passed in 

August 1935 by an overwhelming bipartisan 

vote of Congress, ‘Title III, ““Grants to the States 
for Unemployment Compensation Administration,” 
and Title IX, ‘““Tax on Employers of Eight or More,” 
constituted the charter for the new program of unem- 
ployment insurance. Much of Title [X was later 
codified as the Federal Unemployment Tax Act in 
the Internal Revenue Code. 

Other titles of the Social Security, Act attacked the 
problem of economic insecurity on different fronts. 
Title VII, entitled ‘‘Social Security Board,’’ concerned 
the unemployment insurance program as well as other 
programs, especially Section 702, providing that ‘“The 
Board shall... have the duty of studying and 
making recommendations as to the most effective 
methods of providing economic security through 
social insurance, and as to legislation and matters of 
administrative policy concerning old-age pensions, 
unemployment compensation, accident compensation, and 
related subjects.” [Emphasis supplied.] 


Framework of the 
Federal-State System 


The Unemployment Insurance Titles provided for a 
type of Federal-State cooperation which had not been 
tried in any other governmental activity. ‘The Social 
Security Act did not set up a Federal system of unem- 
ployment benefits comparable to the Federal old-age 
insurance system. It did not provide for grants to 
States for unemployment benefits, comparable to the 
matching grants provided for public assistance pay- 
ments. Instead, it levied a tax on employers in 
industry and commerce in all the States and made it to 
the advantage of the States to enact State laws which 
would pay unemployment benefits. It did this by 
authorizing what was called a “tax offset.” 

The Federal Act levied a tax on employers in com- 
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merce and industry with 8 or more workers in at least 
20 weeks in a year and provided that when a State had 
an approved unemployment insurance law, its 
employers could credit the taxes they paid to the 
State against 90 percent of the Federal tax. The 
Federal tax was 1 percent of payrolls for 1936, 2 per- 
cent for 1937, and 3 percent thereafter. 

This tax offset provision gave the States an oppor- 
tunity to provide for their unemployed workers with- 
out fear of interstate competition, and by July 1937 
all 48 States, the District of Columbia, Alaska, and 
Hawaii had enacted such laws. In this history, all 
these jurisdictions will be called States, as they are in 
the Social Security Act. By July 1939, all States were 
paying benefits to unemployed workers. 

The Federal law safeguarded the financial stability 
of the system by requiring that each State deposit the 
taxes it collects under its unemployment insurance 
law in the Unemployment Trust Fund in the United 
States Treasury to be invested in Government bonds. 
A separate account is kept for each State and the 
State may withdraw funds at any time but only to 
pay unemployment benefits. 

The Social Security Act also provided that the cost 
of administering the State unemployment insurance 
programs should be financed entirely by Federal 
funds. Funds for this purpose are appropriated by 
the Congress every year. The proceeds of the Federal 
unemployment tax have recently been earmarked 
for this purpose. The 100 percent administrative 
grant assured funds for administration on an equal 
basis for all States, regardless of the States’ financial 
resources. 


The State Laws 


Each State legislature enacted its own law, speci- 
fying the workers who are covered, the taxes the em- 
ployers shall pay, the benefits to be paid and the 
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Significant Dates in Unemployment 
Insurance Legislation’ 


1932 


Jan. 28.—Wisconsin Unemployment Reserves and Com- 
pensation Act, first unemployment insurance law in 
United States, approved, culminating 10 years of legisla- 
tive discussion in the State. 


1933 


June 6.—Wagner-Peyser Act approved, establishing the 
United States Employment Service in the Department of 
Labor and providing matching grants to States with 
affliated employment services. 


1934 


June.—Committee on Economic Security appointed by 
President to plan a comprehensive social security pro- 
gram and recommend appropriate legislation. 


1935 


Jan. 17.—Report of Committee on Economic Security 
transmitted to Congress; hearings held by both Houses of 
Congress during January and February. 


Apr. 4.—Social Security Bill, replacing the Economic 
Security Bill, introduced; passed by the House on April 
19, by the Senate on June 19. 


April-Aug.—Unemployment compensation laws enacted 
in California, Massachusetts, New Hampshire, New 
York, Utah, and Washington in anticipation of passage 
of the Social Security Act by Congress. 


Aug. 14.—Social Security Act approved; titles III and IX 
provide basic Federal-State framework for system of 
unemployment insurance. 


Aug. 28.—Unemployment compensation law enacted by 
Congress for District of Columbia, first ‘‘State law’’ to 
include coverage of one or more at any time and benefit 
allowances for dependents. 


1936 


June 25 and Sept. 9.—Wisconsin law amended to fit into 
Federal-State system. 


Nov. 23.—Constitutionality of New York State unem- 
omens insurance law upheld by United States Supreme 
ourt. 


1937 


May 24.—Constitutionality of Federal-State unemployment 
insurance system upheld by United States Supreme Court 
in cases raised by Alabama employers. 


June 30.—Illinois Unemployment Compensation Act 
enacted, completing the Federal-State system with laws 
in 51 jurisdictions—the 48 States, District of Columbia, 
Hawaii, and Alaska. 


Aug. 24.—Payment into the unemployment trust funds of 
the 15 jurisdictions which had no unemployment insur- 
ance law in 1936 authorized by Congress in amounts 
equal to 90 percent of Federal collections for such States 
in 1936, so that these funds approximated payments that 
employers would have made had State laws been in effect 
in 1936. 

(Continued on page 11) 


1 See also Milestones in Unemployment Insurance Administration, p. 50. 
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requirements for receiving these benefits, and the 
organization within the State government to admin- 
ister the law. See the quotations from Governors’ 
messages urging enactment of unemployment in- 
surance laws in 1936 and 1937, page 15. 


The Committee on Economic Security had prepared 
a suggested State unemployment insurance bill for 
the guidance of groups in the States who were inter- 
ested in developing a program in this relatively un- 
explored field. One of the early tasks of the Bureau 
of Unemployment Compensation in the Social Secu- 
rity Board was to issue a similar bill, called a Draft 
Bill for Unemployment Compensation. The Bureau 
stated that it was not a model bill or a recommended 
bill but it met the minimum standards of State unem- 
ployment compensation laws required under the 
Social Security Act. From time to time, as experience 
increased, new draft bills were prepared. 

The State coverage provisions (see p. 21) were in 
most cases at least as inclusive as coverage under the 
Federal taxing provisions; otherwise some employers 
in the State would have been liable for the full 
Federal tax and their workers would not have ac- 
crued rights to benefits. The State financing pro- 
visions likewise were related to the Federal tax; em- 
ployers’ taxes were ordinarily 90 percent of the 
Federal tax, the maximum credit offset. 


For financing benefits most States adopted what is 
called a pooled-fund plan in which all money collected 
from employers is ‘commingled and undivided’’ and 
the cost of the program is spread over all employers. 
A separate bookkeeping account is maintained for 
each employer but his workers have no special claim 
on the funds he has paid in. All benefits are paid 
from the unemployment fund, regardless of the bal- 
ance of an individual employer’s contributions over 
the benefits paid his workers. 

In most States, however, the balance influences the 
rate of taxes that the employer pays. The Federal 
Unemployment Tax Act provided that an employer 
could get credit not only for the contributions he pays 
under a State law but also for the contributions he is 
excused from paying under the State “‘experience- 
rating’ system. In all States, employers’ rates— 
originally 2.7 or 3 percent—have been varied accord- 
ing to the employers’ experience with the risk of un- 
employment. (See p. 26.) 

All State laws embody two safeguards of benefit 
rights, which are required by the Federal laws. Onie 
is the provision of “‘an opportunity for a fair hearing, 
before an impartial tribunal, for all individuals whose 
claims for unemployment compensation are denied.” 
The other is the so-called labor standards provision, 
that “‘compensation shall not be denied . . . to any 
otherwise eligible individual for refusing to accept new 
work . . . (A) if the position offered is vacant due 
directly to a strike, lockout, or other labor dispute; 
(B) if the wages, hours, or other conditions of the 
work offered are substantially less favorable to the 
individual than those prevailing for similar work in 
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the locality; (C) if as a condition of being employed 
the individual would be required to join a company 
union or to resign from or refrain from joining any 
bona fide labor organization.” 

This requirement that unemployment insurance 
laws should not be used to depress wages was especially 
needed in the depression period in which they were 
enacted but has not lost its importance up to the 
present time. It was important, too, to provide that 
the protection of unemployment insurance was not to 
be taken away from anyone who refused to sign a 
so-called “yellow dog contract,’ binding him as a 
condition of employment not to join a union. 


Federal and State 
Organization and Responsibilities 


The Federal Government provided financial aid, 
encouragement, and technical assistance. The Social 
Security Act established the Social Security Board 
whose duties included approval of State laws and their 
certification for administrative grants and for credit 
offset. The Bureau of Unemployment Compensation, 
set up under the Social Security Board, carried the 
detailed responsibility for these.functions and also for 
various programs of assistance to the State employ- 
ment security agencies—assistance in legislative, in- 
terpretative, administrative, and financing aspects of 
the State program. 

Each State law is administered by a State employ- 
ment security agency whose place in the State govern- 
ment varies. The largest number of the State 
employment security agencies are independent boards 
or commissions (18 States). Another 15 are inde- 
pendent departments of State government. Seven- 
teen employment security agencies are within State 
Departments of Labor and one is in the State work- 
men’s compensation agency. 

The original act provided that to receive adminis- 
trative grants, a State must include in its law provision 
for such methods of administration as the Board finds 
reasonably calculated to insure full payment of unem- 
ployment compensation when due, but specifically 
excluded procedures relating to the selection, tenure 
of office, and compensation of personnel. The 1939 
amendments changed this to include. (after January 1, 
1940) ‘‘methods relating to the establishment and 
maintenance of personnel standards on a merit basis”’ 
but not the selection, tenure of office, and compensa- 
tion of any individual employed in accordance with 
such methods. This amendment tended to improve 
the quality of personnel in States which did not have 
a general civil service system. 


The Role of the 
Employment Service 
The Social Security Act required that in the States 


benefits should be paid “solely through public 
employment offices or such other agencies as the 
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Significant Dates 


(Continued from page 10) 


1938 


June 25.—Railroad Unemployment Insurance Act approved, 
removing railroad workers from coverage under Federal- 
State system and setting up special system of unemploy- 
ment insurance for railroad workers; excess of contribu- 
tions collected by States over expenditures for railroad 
workers’ benefits to be transferred to the Railroad Re- 
tirement Board. 


1939 


Feb. 10.—Much of title IX of Social Security Act repealed 
and reenacted as Federal Unemployment Tax Act in 
Internal Revenue Code. 


Aug. 10.—Social Security Act amendments of 1939 ap- 
proved, requiring State employment security agencies to 
adopt personnel merit system as condition for Federal 
grants; establishing new standards with respect to reserve 
accounts, effective January 1, 1942; setting limit of $3,000 
on taxable wages; excluding from coverage of Federal 
tax some small groups and adding others. 


1940 


Sept. 23.—New Jersey, first State to enact provision for 
preserving servicemen’s benefit rights earned before 
induction for use after military service; 41 other States 
adopted similar provisions in 1940 and 1941. 


1942 


Apr. 29.—Rhode Island first State to enact temporary dis- 
ability insurance law, to be administered in coordination 
with unemployment insurance. 


1943 


May 24.—Constitutionality of coverage of maritime workers 
upheld by United States Supreme Court. 


1944 


May 29.—Michigan first State to add provision for depend- 
ents’ allowances to its State poemerenaat insurance 
law. Nine other States have adopted such provisions. 


June 22.—Servicemen’s Readjustment Act of 1944 (GI Bill 
of Rights) approved, including provision for “readjust- 
ment allowances’’—Federal tae for unemployed 
veterans on uniform formula, paid by State employment 
security agencies as agents of the Federal Government. 


Oct. 3.—War Mobilization and Reconversion Act approved, 
including establishment of Federal unemployment ac- 
count in Unemployment Trust Fund and temporary pro- 
vision for advances to State unemployment funds if they 
become depleted. Termination date later extended 
through 1949. 


1945 


Jan. 4.—Amendment to Maryland unemployment compen- 
sation law approved by Social Security Board, permitting 
payment of benefits to incapacitated individuals whose 
unemployment was due initially to lack of work, so long 
as they do not refuse work which is suitable, except for 
the disability. Six other States have adopted this pro- 
vision. 


April.—Maryland first State to eliminate waiting period. 
Three other States have adopted this provision. 


(Continued on page 12) 
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Significant Dates 
(Continued from page 11) 
1945 (continued) 


June 20.—Wisconsin law amended, changing experience 
rating from employer reserve to pooled-fund system so 
that lower requirements for additional credit allowance 
will apply to employers. 


July 3.—Labor-Federal Security Appropriation Act, 1946 
approved, providing that jurisdiction over the employ- 
ment services be returned to the States within 3 months 
after “cessation of hostilities.” 


1946 


Feb. 20.—Employment Act of 1946 approved, declaring the 
Federal Government’s continuing policy and responsi- 
bility for using all practical means to “promote maximum 
employment, production, and purchasing power.” 


Mar. 5.—California second State to add temporary dis- 
ability benefits to be administered in coordination with 
unemployment insurance benefits; adds provision for 
contracting out to private plans. 


July 31.—Railroad unemployment insurance act amended, 
adding sickness and maternity benefits. 


Aug. 10.— Federal Unemployment Tax Act amended, 
extending Federal tax to maritime service and permitting 
coverage by a State legislature of the crew of an American 
vessel, if the operating office is within the State. 


Aug. 10.—Reconversion Unemployment Benefits for Sea- 
men added as title XIII of the Social Security Act, pro- 
viding temporary benefits for seamen employed by agents 
of the War Shipping Administration; benefits to be 
financed by Federal funds and paid by State employment 
security agencies under their own benefit formulas as if 
the Federal maritime employment had been service under 
State law. 


Aug. 10.—Social Security Act amended, permitting States 
that have collected employee contributions under State 
unemployment insurance laws to use such amounts to 
finance disability insurance benefits. 


1948 


Apr. 12.—Mississippi, last State to enact experience-rating 
provisions, adopts “payroll-decline’”’ system. 


Apr. 20.—Amendment to Federal Unemployment Tax Act 
approved, excluding certain newspaper and magazine 
vendors. 


June 1.—New Jersey, third State to add temporary disability 
benefits to be administered in coordination with unem- 
ployment insurance benefits, with provision for contract- 
ing out to private plans. 


June 14.—Federal Unemployment Tax Act, amended, 
restricting definition of ‘““employee”’ to usual common-law 
rule applicable in determining employer-employee rela- 
tionships, retroactive to 1939. Most States continue the 
“A. B. C. tests.” 


1950 
Aug. 28.—Social Security Act amended, modifying author- 
ity of Secretary of Labor to find that a State unemployment 
insurance law fails to meet Federal standards for grants 
and for employers’ tax offset. 
1951 
May 31.—Last $15 maximum weekly benefit eliminated. 


July 6.—Wisconsin law amended, adding first provision 
for countercyclical adjustment of tax rates. 


(Continued on page 13) 
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Social Security Board may approve.” No “other 
agency” has ever been approved. All State laws 
require that, as a condition of eligibility, all claimants 
must register for work at a public employment office 
and continue to report in accordance with the agency’s 
regulations. 


In 1933, the Congress had enacted the Wagner- 
Peyser Act, establishing a Federal-State system of 
public employment offices to bring workers and jobs 
together as a first step in attacking the problems 
resulting from unemployment. The public employ- 
ment offices were to be administered by the States, 
and financed by the Federal and State governments 
on a 50-50 matching basis. The Federal Govern- 
ment’s responsibilities were vested in the United 
States Employment Service in the Department of 
Labor. (See the June 1953 issue of the EMPLOYMENT 
Security Review for the 20-year history of the 
Employment Service.) 

In March 1937, 9 months before unemployment 
benefits were payable in any State except Wisconsin, 
the Social Security Board and the Secretary of Labor 
signed an agreement for the “‘coordination and inte- 
gration of the functions of the United States Employ- 
ment Service in the Department of Labor and the 
Bureau of Unemployment Compensation affecting 
the public employment services in the administration 
of unemployment compensation in the States.” 
Under this agreement, the Social Security Board 
granted funds to the States for the expansion of the 
employment service program. 

Coordination of the employment service and the 
unemployment insurance functions has continued 
through several reorganizations. Since 1948, the 
United States Employment Service and the Unem- 
ployment Insurance Service have been combined in 
the Bureau of Employment Security and since 1949, 
this Bureau has been part of the Department of 
Labor. 

In almost all States, the same overall State agency 
which administers unemployment insurance also 
administers the employment service. Except for a 
few specialized claims and placement offices in a few 
large cities, the 1,700 local offices of the State agencies 
include claims and other unemployment insurance 
functions as well as employment service activities. 

Underlying this coordination of employment service 
and unemployment insurance functions is the expecta- 
tion that jobs will be found for claimants whenever 
possible and thus benefits will be unnecessary. 

In addition, cooperation between placement and 
claims personnel is essential in carrying out the pro- 
visions that to be eligible for benefits claimants must 
be available for work and may be disqualified if they 
refuse suitable work without good cause. When a 
claimant has refused a job to which the Employment 
Service has referred him, the facts must be reported to 
the claims deputy so that a decision can be made 
whether the job is suitable as defined in the State law 
and whether a disqualification should be imposed. 
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Constitutionality of the 
Unemployment Insurance Laws 


As soon as taxes for unemployment insurance pur- 
poses became payable on employment after January 1, 
1936, the constitutionality of the State and Federal 
laws was challenged in several States. Cases in Syra- 
cuse and Buffalo, N. Y. soon reached the New York 
Court of Appeals which in May 1936 declared the 
New York law valid. These were the first cases 
carried to the U. S. Supreme Court. Its decision of 
4 to 4 in November 1936 (Justice Stone was ill and 
did not participate) validated the State court’s 
decision, but was somewhat inconclusive. 

Fears concerning the constitutionality of the Federal 
and the State laws were set at rest by two 5—4 decisions 
on Alabama cases, rendered by the United States 
Supreme Court on May 24, 1937.! In that State so 
many injunction suits were filed against the State and 
Federal acts that orderly operation of the program 
was suspended. See page 14 for Alabama’s report of 
this crisis. : 

In the majority opinion on the constitutionality of 
the Federal unemployment tax arising out of these 
Alabama cases, Justice Cardozo held that the tax on 
employment was within the taxing power of Congress, 
was uniform geographically, and was not arbitrary 
though it applied only to employers of 8 or more 
workers and exempted certain occupations. He 
stated that the tax was not void because of the alleged 
coercion of the States to pass unemployment insurance 
laws, declaring that Congress acted to safeguard its 
own treasury and ‘“‘to place the States upon a footing 
of equal opportunity.”” He pointed out that the 
States had held back in enacting unemployment 
insurance laws, not because of lack of interest, but 
because of the fear of individual States that such laws 
would place their employers at a competitive disad- 
vantage with those in States without such laws; thus 
the Social Security Act was an attempt to find a 
method by which Federal and State agencies might 
work together toward a common end. 

In the other decision, the Supreme Court ruled that 
the State unemployment compensation law of Ala- 
bama was constitutional. Employers had contended 
that this law violated the due process and equal 
protection clauses of the 14th amendment. Justice 
Stone, in the majority opinion, ruled that the Ala- 
bama tax was a valid exercise of the State’s taxing 
power; that the 14th amendment was not violated by 
the coverage exemptions, which were not arbitrary; 
and that the Alabama Act was not unconstitutional 
on the theory that the State was coerced by Federal 
law. The Court recognized that relief of unemploy- 
ment was a public purpose for which the States could 





1 Experience in Canada was different. The Canadian Parliament 
had enacted a national pooled system of unemployment insurance and 
public employment offices in June 1935. This law was declared uncon- 
stitutional in Fuly 1936 by the supreme court of Canada. When the 
Dominion Government appealed this decision, the Privy Council declared 
the act invalid, in January 1937. Not until 1940 was an effective law 
enacted, with the consent of the nine Provinces. 
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Significant Dates 
(Continued from page 12) 


1952 


July 16.—Veterans’ Readjustment Assistance Act approved, 
including provision for unemployment compensation for 
veterans under uniform Federal benefit formula but sub- 
ject to State availability and disqualification provisions. 


1953 


Mar. 31.—Nevada, first State to increase maximum taxable 
wages from $3,000 to $3,600. Four other States have 
similarly increased taxable wages. 


Aug. 5.—Federal Unemployment Tax Act amended to pro- 
vide coverage, under State unemployment insurance 
laws, of services performed on and after July 1, 1953, by 
crews of vessels operated by United States under general 
agency agreements between Secretary of Commerce and 
private ship operators. 


1954 


Aug. 5.—Employment Security Administrative Financing 
Act of 1954 approved, providing for earmarking, for 
purposes of employment security, excess of collections of 
Federal unemployment tax over Federal and State ad- 
ministrative expenditures; adding first permanent pro- 
vision for Federal assistance to States with low reserves; 
and providing for return to States of excess of collections 
after $200 million reserve is built up, to be used for pay- 
ment of benefits and, under certain conditions, payment 
of State administrative expenses. 


Aug. 31.—Railroad Unemployment Insurance Act amended, 
increasing maximum benefits to $8.50 per day ($42.50 
per week) and adding to formula based on annual wages 
a proviso that benefits shall be at least 50 percent of 
claimant’s daily rate of compensation for last base- 
period employment, up to $8.50. 


Sept. 1.—New title XV of Social Security Act approved, 

emg. benefits for Federal civilian employees financed 

y Federal funds and paid by State agencies under their 

own benefit formulas as if Federal employment had been 
service under State law. 


Sept. 1.—First major extension of coverage of Unemploy- 
ment Tax Act approved, including employees of firms 
employing 4 or more in 20 weeks, after January 1, 1956. 


Sept. 1.—Unemployment Tax Act amended, making pos- 
sible earlier tax relief to new or newly covered employers, 
‘and authorizing a proportionate reduction in State re- 
quirements for reduced rates, for employers who have 
at least 1 year’s experience with risk of unemployment. 


1955 
Apr. 8.—Alaska increases taxable wages to $3,600, freezes 
employers’ rates at 2.7 percent and adds employee con- 
tribution of 0.5 percent for 1955 and 1956. 


June 24.—Last $20 maximum weekly benefit eliminated. 


June 30.—Maximum weekly benefits increased by 28 State 
legislatures and maximum duration of benefits by 7. 


July 26.—Veterans’ Readjustment Assistance Act amended, 
limiting unemployment benefits for individual veterans 
to 3 years after the amendment, or after date of release 
from service, if later. 
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raise taxes and that responsibility for unemployment 
and the business cycle ‘‘many believe . cannot be 
apportioned to individual employers in accordance 
with their unemployment experience.” 


Result of Federal 
and State Laws 


The result of the Federal enabling act and the 
State laws was a nationwide system of unemployment 
insurance. While it took 37 years (1911-48) for 
workmen’s compensation programs to be enacted in all 
States, 51 unemployment insurance laws _ were 
enacted (or reenacted) within 2 years of the passage 
of the Social Security Act. These laws were diverse 
in many details because of local attitudes and stand- 
ards but they reflected a common purpose and a 
cooperative approach. 

Not the least of the results of this nationwide system 
was the development of nationwide information on 
the program. The Social Security Act required 
“the making of such reports, in such form, and con- 
taining such information as the Board may from time 
to time require.”’ The resulting statistical reporting 





program based on common definitions from State to 
State has greatly increased available information on 
employment, wages, and unemployment as a _ by- 
product of the operations of the unemployment 
insurance program. 


Interstate Cooperation 


Early in the program, it was clear that under the 
State systems some multi-State workers would fall 
‘between the States’? and some workers would lose 
benefits by moving from one State to another. Many 
problems of multi-State coverage and _ interstate 
benefits were solved by the cooperation of the Bureau 
and the States, individually and through the Inter- 
state Conference of Employment Security Agencies, 
an organization of the agencies which administer the 
program in the States. Before benefits became pay- 
able in 22 States in January 1938, interstate benefit 
payment procedures has been approved by the 
Interstate Conference and signed by 17 States; 
additional States signed during January 1938. 
These 24 States included 13 which were not yet 
paying benefits but could take interstate claims for 
other States. 


Unemployment Insurance Is Declared Constitutional 


An excerpt from the Second Annual Report of the 
Unemployment Compensation Commission of Alabama, December 31, 1937 


HEN the Commission began its work in 1937, it 

found itself seriously handicapped by a series of 
suits filed by individuals and corporations liable for 
contributions under the unemployment compensation 
law. They sought to invalidate the Law enacted by 
the Alabama legislature and those provisions of the 
Social Security Act relating to unemployment 
compensation. 

Nineteen cases, in behalf of 607 subject employers, 
were filed in the Circuit Court of Montgomery 
County, Ala. Cases were filed in the District Court of 
the United States for the Middle District of Alabama 
in behalf of 31 subject employers. In each case an 
injunction was sought against the Commission to pre- 
vent the collection of contributions from those em- 
ployers who were parties to the suits. The 
Montgomery Circuit Court and the United States 
District Court granted temporary injunctions, re- 
straining the Commission from enforcing the contri- 
bution provisions of the unemployment compensation 
law. Contributions due the fund in many instances 
were paid into the courts and deposited in escrow 
pending final determination of the cases. The 
orderly collection procedure of the Commission was 
practically suspended during the time the injunctions 
were in force and naturally the Commission was pre- 


vented from making definite plans for enforcement of 
the law, for collection of contributions, and for the 
payment of benefits until the final disposition of the 
cases. 

On March 30, 1937, the injunctions granted by the 
courts were modified so as to allow the employers to 
pay the employer contributions to the Commission in 
order that the offset privileges under title IX of the 
Social Security Act might be available to them. 

These suits made Alabama the testing ground for 
unemployment compensation features of the Social 
Security Act. Litigation started in other States which 
involved issues similar to those raised in Alabama was 
shunted aside while the courts gave undivided 
attention to the Alabama cases. 

The constitutionality of the Social Security Act and 
the validity of the Alabama Unemployment Com- 
pensation Act were sustained by the Supreme Court 
of the United States on May 24, 1937. 

Decision of the United States Supreme Court in 
these cases resulted in the abandonment of further 
litigation and the release of all contributions that had 
been deposited with the courts. In round figures, 
$3,050,000 were paid into the Alabama unemploy- 
ment trust fund under orders of the Circuit Court of 
Montgomery County and the District Court of the 
United States for the Middle District of Alabama. 
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When the Governors Urged Adoption of 


Unemployment Insurance 


Excerpts from their Messages to State Legislatures in 1936 and 1937 


N° ONE who is employed can feel secure while so many 
of his fellowmen seek work. I want my administration 
to cooperate with the Federal Government in its unemploy- 
ment insurance, lack of which has long prevented many 
industrial States from making unemployment insurance 
laws because of the fear of interstate competition with 
States not having such laws. 


Industry sets aside a fund for the deterioration of its 
machinery and for its maintenance during periods of idle- 
ness. Why should it not set aside a definite sum for the 
deterioration of the human machines that work for it, as 
old age approaches, and why should it not provide a fund 
for the maintenance of these human machines during periods 
of idleness? 

—E, D. RIVERS, GEORGIA 


Our experience teaches us that employers and employees, 
as groups, succeed or fail together. We ought not to allow 
our experience in the recent depression to go into history 
without attempting in some measure to provide against its 
recurrence. While unemployment compensation may not 
prevent major depressions, it is surely a palliative against 
some of the serious results of unemployment. 


Such compensation should be sufficient to enable the 
worker to absorb the first shock of unemployment and thus 
have a definite stabilizing effect when normal purchasing 
power would otherwise be at low ebb. Such a plan is 
surely better than that of providing employable persons in 
need of relief assistance at public expense. In times of 
plentiful employment, it will enable the accumulation of 
funds for the temporary support of unemployed workers 
and their families, and will save the taxpayers from being 
heavily burdened. .. . 


I bespeak, during this regular session, your thoughtful 
examination of this subject and your prompt action thereon. 


—HENRY HORNER, ILLINOIS 


The big question confronting the people today is that of 
social security. ... There must be active and whole- 
hearted cooperation between the State and the National 
Government. It is not a question of surrendering any State 
rights or State functions to the National Government, but 
we must realize that a proper solution of our problems can 
only be arrived at by an intelligent cooperation between all 
branches of the Government. I think it is good government 
that we cooperate with the national security program in 
all of its phases and gain for the State of Kansas thereby 
whatever national benefits are to be received.... I 
believe that it is desirable that we immediately pass an 
unemployment insurance law which will give us the full 
benefit of the national security program. 


—WALTER A. HUXMAN, KANSAS 


The Unemployment Insurance Act should ultimately 
prove a panacea for industrial depressions through main- 
taining within the ranks of the consumers the unemployed 
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men and women of the Nation . . . who, without legis- 
lation of this character, would be without the funds neces- 
sary not only for the maintenance of their families, but 
would be unable to aid private industry, through the 
absence of purchasing power. 


—JAMES M. CURLEY, MASSACHUSETTS 


Closely associated with direct relief is the more perma- 
nent and far-reaching social security program of the 
Federal Government. Much important legislation is 
needed in this field. It is a matter of great importance to 
our people that we cooperate heartily in this program which 
is designed to afford a large degree of permanent protection 
against distress, and to advance the public welfare of our 
citizens. ... 


An unemployment compensation law should be carefully 
drafted and enacted to meet Federal requirements, while 
providing the greatest degree of protection to the unem- 
ployed and the highest degree of fairness to the employer. 


—LLOYD C. STARK, MISSOURI 


The Federal Social Security Act is recognized as one of 
the most beneficial and humanitarian pieces of legislation 
in modern times, and I urge the passage of law in strict 
harmony with the Federal statutes on this subject, so that 
we may .. . be able to have the benefit of a maximum of 
Federal assistance in the way of unemployment insurance. 


—ROY E. AYERS, MONTANA 


In providing unemployment compensation, Pennsyl- 
vania will take a major step in the direction of greater se- 
curity for the men and women whose labor creates the 
wealth and industrial supremacy of our Commonwealth. 
It is a tentative and halting step, because the benefit pay- 
ments, ranging from $7.50 to $15 a week, are certainly 
far from extravagant. But it is a stride in the right direc- 
tion, a proper acknowledgment of the State’s duty to its 
workers. [See p. 35.] 


All of us remember the bitter economic distress and the 
human misery which resulted when millions of our fellow 
citizens found themselves unemployed, with no resources 
and no alternative but the relief rolls. We know what a 
tremendous burden of relief costs was thrust upon our 
taxpayers at a time when they were least able to bear it. 
Let us remember that as we come to grips with the problem 
of unemployment compensation. Let us bear always in 
mind that provision for the future security of our workers 
is not only an answer to a human need, but is an economic 
necessity, a safeguard against future depressions. The 
menace of unemployment grows greater as our labor- 
saving devices develop. Once before we refused to 
recognize or combat that problem and we paid the penalty. 
This time we must meet the challenge of future uncertainty, 
lest we be destroyed. 


—GEORGE EARLE, PENNSYLVANIA 
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IV. Changing Ktole of 


Unemployment Insurance 


HE role of the unemployment insurance program 

in aiding workers to tide themselves over be- 

tween periods of employment and in contributing 
to economic stability has varied markedly from time 
to time during the past 20 years. 

Benefit payments began in 1938 in a period of 
heavy unemployment. The Nation’s economy moved 
from peacetime activity to preparation for war (1939- 
41), then to military participation (1941-45), and 
back again to a civilian basis in 1945-46. It experi- 
enced recession conditions in 1949-50, and in 1954; 
between these years, it felt the stimulation of defense 
activity from mid-1950 until 1952 and then the con- 
version to a civilian economy by 1953. Early in 1955, 
a marked improvement took place over the 1954 level 
of business activity. 

During these periods, the changing volume and 
character of unemployment were reflected in the 
changing composition and characteristics of the 
claimants for insurance benefits, as well as in the 
length of time they remained out of work. 

The number of unemployed workers, which had 
been estimated at 11 million in 1935, declined below 
10 million in 1936 but rose again to more than 10 
million in 1938, the first year in which benefits were 
paid. Of this great number of unemployed, many 
millions had been out of work for some years, and con- 
sequently, were outside the system’s protection. 
Naturally, there was much concern about the ability 
of this new and untried system to cope with the prob- 
lem of such mass unemployment. Would the program 
break down under the burden; and—if it held up— 
would its impact upon the distress caused by unem- 
ployment be large enough to be effective? 


The Early Years 


Employer contributions began in half the States in 
1936, but benefit payments were not paid throughout 
the country until the summer of 1939. 

The coverage of the program grew rapidly as em- 
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ployment expanded. The workers employed in jobs 
giving them unemployment insurance protection in- 
creased from 20 million in 1938 to 23 million in 1940 
and to nearly 27 million by 1941. Collections to 
finance the program rose from $800 million to over 
$1 billion per year during this period, while benefit 
payments rose from about $400 million in 1938 and 
1939 to almost $520 million in 1940. In 1940, the first 
year when benefits were payable in all States, over 5 
million workers received unemployment insurance; this 
level was not reached again until the 1949 recession. 

Many workers had insufficient protection because 
of irregular employment during their base periods or 
because their unemployment lasted longer than the 
maximum periods of benefits provided in State laws. 
As a consequence, between 2.5 million and 3 million 
claimants exhausted their benefit rights in 1939 and 
1940 before returning to work; no succeeding year 
has seen as many as 2 million exhaustions. 

These figures indicate roughly the magnitude of 
unemployment insurance operations under the pro- 
gram. Some of them appear quite small, when look- 
ing back 15 years. Yet, despite the limitations noted 
above, unemployment insurance made the most 
substantial contribution to workers’ income of any of 
the social insurance programs then operating and in 
1940 accounted for nearly one-third of all social 
insurance payments. Payments of $520 million in 
1940 were a major boost to workers’ purchasing 
power and to the morale and self-esteem of millions of 
persons who could call upon this source of income 
during unemployment, instead of upon public relief. 


The Wartime Role 


With military hostilities in full swing in 1942, 
covered employment mounted rapidly to a monthly 
average of 30 million. In 1944, 43 million of a civilian 
labor force of 55 million had some earnings in covered 
employment. Unemployment dropped to 2.7 million 
in 1942 and to the very low figure of 670,000 in 1944. 
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Chart 1. 


TRENDS IN CLAIMS, BENEFICIARIES AND EXHAUSTIONS 
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Impressive as they are, even these figures fail to 
reflect fully the drastic changes which the economy 
was undergoing. To mention only a few, more than 
15 million individuals entered military service, and 
manufacturing employment increased by 7 million— 
primarily in industries concerned with carrying on the 
war. Men and women moved from the trades, the 
service industries, and the farms into defense-con- 
nected activities, while their places were taken by 
youths and by oldsters who had left the labor force. 
At the same time, huge movements of population 
from the East and Middle West and the Great Plains 
led to great increases in population on the Pacific 
coast and in the South. 

In this setting, the unemployment insurance pro- 
gram played a significant if unspectacular role. 
Thousands of workers who were displaced for short 
periods during the shifts in production from civilian 
to military goods and from one type of military pro- 
duction to another had benefits to fall back on. 

Temporary shutdowns, due to retooling of defense 
plants for aircraft, tank, or other arms production, or 
to material shortages, did not result in the dispersion 
of skilled work forces to other localities or other plants, 
for unemployment insurance payments could tide 
them over at home until they were needed again. 
But as shown in table 1 the volume of insured unem- 
ployment fell so low that the skeleton staffs in many 
local offices had few customers to deal with in 1943 
and 1944. 
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1948 1949 1950 1951 1952 1953 1954 


At this time, the job of the employment offices, 
which had been taken over as a Federal operation 
under the War Manpower Commission, was con- 
cerned with the administration of wartime controls on 
utilization and movement of manpower; their efforts 
were primarily concentrated on assuring that workers 
were available for war production and that major 
defense-supporting activities were not handicapped 
by insufficient manpower. 

The short duration of most unemployment and the 
preference for work over benefits is indicated by the 
small number of beneficiaries compared with those 
filing valid new claims and the even smaller number 
exhausting their benefit rights. (See chart 1.) The 
combination of regular work and higher earnings— 
and higher statutory ‘benefits payable for longer 
periods—kept average payments at about 35 percent 
of average weekly wages; governmental controls on 
wage increases kept this ratio from dropping. 

The fact that the country had a going unemploy- 
ment insurance program during this period of unprec- 
edented low unemployment was important because tens 
of millions of workers had rights to unemployment 
insurance protection built up to carry them over what- 
ever unemployment they might experience when the 
war ended and industry reconverted to peacetime 
production. The confidence which had facilitated 
the many shifts of the Nation’s workers to wartime 
jobs reduced their resistance to making further shifts 
when the war came to a close. 
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TABLE 1.—Selected data on employment, unemployment, claims, and benefits, 1941-54 


[In millions] 


Average Average Average 
monthly | monthly weekly 
Year covered total insured 
employ- | unemploy- | unemploy- 
ment ment ! ment 
1941. 26. 8 5.6 
1942 29.3 “5 fi ae. ane 
1943. 30. 8 iS Gh Peer 
1944. 30. 0 eee 
1945. 28. 4 tide Re eee 
ey ape 30. 2 Acts Aa ase 
1987 Ws... 32. 3 2. 1 1. 
2. eee 33. 1 ye i 
2 t Se | OM 3. 4 2: 
1950... 22.9 >. 1 1. 
oh a 34.9 > a 
eon. ...- 35. 6 7 1. 
__. ae ae 36. 7 iS i. 
ee 35. 4 = i 4 . 


Average 
Valid | pone. | Claimants) Total | Weck’y 
NEW gciaries | CXHausting | benefit | (total 
claims | benefits | payments | 
| unemploy- 
| ment) 
4. 6 3. 4 1.5 $344 | $11. 06 
3. 6 2. 8 1.1 344 | 12. 66 
1.1 a | — 80 | 13. 84 
> 2 Fe | 62 15. 90 
4.9 2.8 29 446 18. 77 
7.0 4.5 1.98 | 1,095 | 18. 50 
6.2 4.0 27 | AL: 17. 83 
6. 6 4.0 1. 03 790 19. 03 
10.8 7.4 i. 9 1,735 | 20. 48 
ws | 5.2 1.9 1, 373 | 20. 76 
6.5 4.1 .8 840 | 21. 09 
6. 6 4.4 a, 998 22.79 
6.9 4.2 .8 962 | 23. 58 
9.4 6.6 | 1.8 2, 027 24. 93 


| 
| 
| 
| 


1 Bureau of Census data. 


The widespread fear that reconversion unemploy- 
ment might be substantial led to consideration of 
proposals for Federal supplementation of the benefits 
provided under State laws, which appeared inade- 
quate to meet the impact of the extended unemploy- 
ment which was anticipated. This fear also facilitated 
the enactment of legislation, as part of the 1944 GI 
Bill of Rights, providing federally financed unemploy- 
ment benefits for 52 weeks at $20 per week for veterans 
who would be demobilized in large numbers after the 
close of hostilities. 


Postwar Reconversion Adjustments 


As the peak layoffs from war production industries 
occurred in 1945 and 1946 after the Japanese sur- 
render, the program helped immeasurably to com- 
*pensate for the loss in earnings of unemployed workers 
who had contributed to the war effort. Together 
with the Employment Service, it helped workers 
obtain suitable jobs and assured them that, if they were 
out of work through no fault of their own, they would 
have a measure of support during their search for new 
work. At the same time it eased the transition from a 
war to a peacetime economy and helped in orderly 
reconversion. 

The impact of reconversion on the program was 
substantial despite the fact that the transition pro- 
duced far less unemployment than had been antici- 
pated. Employment rose rapidly as workers released 
from military service, quickly moved into shops and 
factories engaging in a heated race to provide con- 
sumers, possessed of substantial wartime savings, with 
the houses, cars, refrigerators, radios, and clothing 
which had been in short supply during the war. 

As shown in table 1, the increased activities of the 
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program, though quite sharp, were of brief duration. 
For example, the number of individuals receiving 
benefits in 1945 and 1946 increased more than five 
fold and nine fold, respectively, over 1944 and the 
number exhausting their benefit rights increased 20 
times. Benefit payments to unemployed workers in 
1945 were $7 for each $1 paid in 1944, and 1945 
payments were more than doubled in 1946. However, 
a substantial part of the burden of unemployment in 
these years was carried by the servicemen’s readjust- 
ment allowance program (discussed more fully on 
p. 57) under which over 5 million veterans drew 
$1.5 billion during 1946. 

By 1947 and 1948, however, employment was 
reaching new peaks, higher than those attained even 
during the height of wartime production. At the 
same time, the elimination of governmental controls 
over wages and over the movement of workers between 
jobs, the sharp increase of strikes in basic industries, 
and the return of other elements of flexibility and 
competition in the economy all contributed to the 
continuance of a high level of unemployment com- 
pared with the war period. 

From a low of 670,000 in 1944, average monthly 
unemployment, according to the Bureau of the Census, 
increased to 2.3 million in 1946 at the height of post- 
war reconversion, then declined to 2 million in 1948. 
While the number of workers receiving unemployment 
insurance during the year leveled off at about 4 million 
in 1947 and 1948, only 1 million exhausted their 
rights to benefits before reemployment in 1948 as 
against 2 million in 1946. Benefit claimants drew 
benefits for only 10.7 weeks on the average in 1948 
compared with 13.4 weeks in 1946. 

Although 1948 was a year of high-level employment, 
it also represented the peak of the inflationary move- 
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ment. High prices, boosted by speculation and sub- 
stantial personal consumption expenditures, outran 
industrial production gains. A break in farm prices 
in 1948, however, was not followed by a break in 
industrial prices or production. Governmental ex- 
penditures continued at a relatively high level, help- 
ing to maintain substantially full employment. 


Heavy Impact of 1949 Recession 


By 1949-50, the country was experiencing a reces- 
sion, due in large part to the unwillingness of. buyers 
to absorb, at the existing high price levels, the total 
output of the highly productive industrial and agri- 
cultural economy. An inventory liquidation reduced 
orders for new goods. In March 1949, industrial 
production began to drop, and unemployment rose 
to 4.1 million in July. By fall, employment and pro- 
duction began to pick up, supported by a sharp in- 
crease in residential construction activity. This up- 
ward movement was well under way when the begin- 
ning of hostilities in Korea in June 1950 lent a further 
stimulus to industrial production and employment. 
Spurred by increased government spending, as well 
as by a continued rise in civilian production, employ- 
ment continued to rise steadily until the end of 1953. 

The 1949-50 recession constituted the most severe 
peacetime test of the program’s ability to handle 
large-scale unemployment. More than 6 of each 100 
insured workers drew benefits in 1949, over twice the 
1948 level. Other indicators of the size of the unem- 
ployment insurance operation, such as the number of 
individuals filing claims, receiving benefits, or ex- 
hausting their benefit rights, showed comparable 
increases over the preceding year. (See chart 1.) 

Benefit expenditures, rising to a new high of $1.75 
billion, represented 2.3 percent of payrolls, more than 
twice the 1948 figure, and declined only to 1.7 percent 
in 1950. At the same time, these substantial benefit 
payments were helping nearly 7.5 million workers 
weather 90 million weeks of unemployment. 

This help was particularly significant in the local- 
ities hardest hit by the recession, where, due to local 
area or industry situations, as many as 15 to 20 per- 
cent of the workers were jobless. Much has been 
written about the beneficial role played by unem- 
ployment insurance in preventing the downward 
recession spiral from causing more widespread and 
long-extended damage in the textile and coal mining 
areas, for example. Eloquent testimony on this sub- 
ject has been provided by business and trade groups, 
pointing to the support given by unemployment in- 
surance payments to local purchasing power. For 
example, Business WEEK for May 7, 1949, in discussing 
the hard-hit Lawrence, Mass., textile area pointed 
out that: 

It takes a lot more to make a depression in 1949 than it did 
in the early 1930°s. . . . Last week, more than 23,000 
of the 57,000 workers in Lawrence and its suburbs were job- 
less, or only partially employed. But despite this, business 
conditions were about the same as for the country as a whole. 
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The paradox of depression conditions without depression 
business is explained in this way by Lawrence businessmen: 
Unemployment Compensation has proved to be an effective 
cushion for business—as well as workers—against the im- 
pact of layoffs. 
(Continued on page 20) 








Twenty Years of Unemployment 
Insurance in Massachusetts 


ASSACHUSETTS celebrates the 20th anniversary of 

the ‘signing of its unemployment insurance law 
on August 12 of this year. However, the Bay 
State takes much pride in the fact that the first 
unemployment insurance bill in this country was 
introduced in Massachusetts almost 40 years ago, 
in 1916. 

In the past 20 years many changes have been made, 
both in the provisions of the law and in its adminis- 
tration. A history of this period would be voluminous, 
but a brief summarization of accomplishments can be 
made. 

Through May 25, 1955, a total of 38,132,627 checks 
(UC only) have been disbursed, aggregating 
$718,392,183. In 1938, the first year in which 
benefits were paid, 2,563,868 checks were disbursed. 
On December 1 of that year the personnel of the 
agency totaled 2,634. In 1954, the last full calendar 
year, 3,134,639 checks were disbursed and on Decem- 
ber 1 of that year the personnel of the agency had been 
reduced to 1,996. Even more dramatic was the 
increase in number of placements—from 15,5i0 in 
1938 to 256,029 in 1954! While these figures indicate 
the upswing in efficiency, they tell only part of the 
story because many more services are now available 
to the workers and employers of the State, and the 
amount of record-keeping has grown tremendously. 

Massachusetts extended its coverage much earlier 
than many States in the country. In 1939 employers 
of 4 or more were included; in 1943 employers of 1 or 
more were included. 

Massachusetts has the second oldest system of public 
employment offices in the Nation and is now rounding 
out its first half-century of operations. Again volumes 
could be written on its history and the changes that 
‘have occurred. However, a most significant fact is 
that from the time the public employment office 
system was incorporated into the unemployment 
insurance agency, the functions and operations of the 
entire organization have been integrated, even during 
World War II when the employment service personnel 
was loaned to the Federal Government. This has 
contributed to the unity and strength of purpose 
which today highlights the work and attitude of the 
entire personnel of the Massachusetts Division of 
Employment Security under its present Director, 
Dewey G. Archambault, one of the many hundreds 
of career men and women in the agency. 


— Massachusetts Division of Employment Security 
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Estimates of the extent to which unemployment 
insurance offset lost wages for the country as a whole 
during the 1949-50 recession have varied from 12 to 
over 20 percent, depending upon the concepts and 
methods employed. While even the higher figures 
indicate that the program leaves much wage loss un- 
compensated, the extent of compensation provided is 
appreciable, especially in the early phase of a business 
downturn. 


Recovery and Downturn 


The data in table 1 indicate that as employment rose 
in the years following the recession, unemployment 
declined and claims and payments under the program 
diminished materially. The number of individuals 
drawing benefits and those exhausting their rights in 
1951-53 dropped to about half the 1949 levels. With 
rising wages and higher weekly amounts payable for 
longer periods under amended provisions of the State 
laws, the average weekly benefit payment increased 
by $3 between 1949 and 1953, and annual benefit 
expenditures leveled off at about $1 billion per year. 

The year 1954 marked a new high in benefit pay- 
ments—exceeding $2 billion for the first time. These 
payments represented almost one-fifth of all social in- 
surance payments in the year. The number of jobless 
workers receiving benefits increased by about 50 per- 
cent over 1953 and, because of the spotty impact of 
unemployment, the number of those whose unemploy- 
ment outlasted their benefit rights more than doubled. 

The 1954 downturn, however, was far less serious, 
as well as shorter, than that of 1949-50 and was con- 


centrated primarily in the textile, automobile, and 
steel industries and the closely related durable con- 
sumer goods industries. —2The economy was responding 
to the continued decline in Government expenditures. 
This decline was offset in large part by a substantial 
reduction in Federal income taxes and a sharp increase 
in unemployment insurance payments. In fact, the 
general recognition of the constructive role which the 
program was playing to shore-up purchasing power 
and help stabilize the economy was matched only by 
the emphasis being given to the desirability of further 
improving its effectiveness. 

From the White House to the leadership of organized 
labor and industry, there was substantial agreement 
that the program had indeed proved itself. As 
President Eisenhower’s 1955 Economic Report pointed 
out: ‘These benefits, paid to workers as a matter of 
right * * * enabled many families to live without 
exhausting their savings and helped make possible 
record-breaking consumer purchasing, despite a fall 
in employment.”’ What the State Governors think of 
unemployment insurance is illustrated by the excerpts 
from their 1955 messages, page 20. 

There was also far-reaching agreement that workers, 
employers, and the Nation as a whole would derive 
substantial benefit from program improvements— 
particularly directed toward filling in gaps in coverage 
and providing higher payments for longer periods— 
to assure that most wokers could tide themselves over 
their periods of joblessness. A more effective unem- 
ployment insurance program enabling workers to 
maintain their buying power would help minimize 
the spread of unemployment and strengthen the con- 
fidence of the Nation’s workers in the economy. 











The Governors Laud Unemployment Insurance 


Excerpts from their 1955 Messages 


"THE Unemployment Compensation Act insures the work- 
ers of Illinois against some of the worst consequences 

of joblessness by providing for benefits to replace a pro- 
portion of the wage loss caused by unemployment. The 
insurance system established by the Unemployment Com- 
pensation Act becomes less effective to the extent that the 
proportion of wage loss compensated by benefits is reduced. 
—WILLIAM G. STRATTON, ILLINOIS 


In the course of the past year unemployment compensa- 
tion payments in excess of $3!4 million were a major bul- 
wark in supplying support to the economy of our State. 

—J. CALEB BOGGS, DELAW ARE 


Our future economic prosperity will depend to a great 
degree upon adequate unemployment insurance. The 
unemployment compensation system is the State’s first line 
of defense against depression. In an industrial State like 
ours, which is so heavily dependent upon the payrolls of 
seasonal industries, job insurance directly affects the well- 
being of all the people. 

—G. MENNEN WILLIAMS, MICHIGAN 


Unemployment Insurance is one of the proudest achieve- 
ments of ourtimes. We have come a long way since the 
days of the Elizabethan Poor Law and, in our own times, 
since the soup-kitchen philosophy of depression and 
despair. Unemployment insurance is a vital part of our 
economy. It touches the life of almost every Californian. 

—GOODWIN J. KNIGHT, CALIFORNIA 


Unemployment compensation, in my opinion, is a much 
misunderstood type of social legislation. All too fre- 
quently it is looked upon as a personal benefit only to the 
unemployed workmen. Certainly it is that, but the logic 
and reasoning behind the program is one of far greater 
impact and consequence upon our society and economy. 
The justification of the program as a national and State 
effort is that it constitutes a valuable first line of defense 
against economic recession. These benefits go to the 
worker as a matter of right at the time he loses his income 
rather than . . . as a matter of need after he has exhausted 
his savings and other assets. These benefits go immedi- 
ately into circulation in trade channels and thus avoid 
slumps in our economy by maintaining a consumer demand 
for other workers in production, trades, and service. 

—PAUL PATTERSON, OREGON 
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V. Developments 


in UT Coverage. 1935-535 


HE coverage provisions of the Federal and State 

unemployment insurance laws form the basic 

framework of the program since they determine 
which employers are liable for contributions, and, in 
the case of State laws, which workers may acquire 
rights to benefits. Coverage is limited by the exclu- 
sion of certain employing units and certain kinds of 
services. In almost all States, however, there are 
provisions which permit voluntary election of coverage 
by excluded groups. 


The period from 1935 to 1955 saw a great increase 
in population and economic activity. While the pop- 
ulation of continental United States increased from 
128 to 164 million, and the civilian labor force from 
52 to 64 million, the average number of workers cov- 
ered by unemployment insurance nearly doubled from 
19.9 million in 1938 to 39.3 million by 1955. 


The most significant addition to the coverage of 
the Federal law was made in 1954. Amendments to 
the Federal Unemployment Tax Act extended cov- 
erage to employers of 4 or more workers in 20 or more 
weeks, effective January 1, 1956. They also added 
unemployment protection for Federal civilian em- 
ployees unemployed after December 31, 1954. (See 
p. 59.) Asa result, about 3.9 million more work- 
ers have unemployment insurance protection—2.5 
million Federal civilian employees and an estimated 
1.4 million workers in commerce and industry in 
283,000 firms with 4 to 7 employees in 25 States. 


Size of Firm 
Limitations 


At the time the Social Security Act was adopted, 
there was general acceptance of the idea that, for 
administrative reasons, some size-of-firm restrictions 
were necessary for the Federal-State system of unem- 
ployment insurance. Consequently, the Federal un- 
employment tax provisions applied only to firms 
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which employed 8 or more individuals in the United 
States in at least 20 weeks in a year. The original 
laws of 32 States included the same limitation, while 
only 10 States began with coverage of firms with 1 or 
more workers. (See table 2.) By 1942, only 24 
States limited coverage to employers of 8 or more, and 
12 States covered employers of 1 or more. 

In January 1956, when the Federal tax will apply 
to employers with at least 4 workers in 20 weeks, the 
laws of 23 States, representing almost one-third of the 
civilian labor force, will protect workers in firms with 
1 to 3 individuals. In 21 States, with various size-of- 
firm provisions, an establishment need not operate in 
20 weeks to be covered. 


Exclusions From “Employment”? Under 
Social Security Act of 1935 


In addition to the size-of-firm exclusion, the Social 
Security Act of 1935 excluded the following services 
from the Federal unemployment tax: (1) Agricultural 
labor; (2) domestic service in a private home; (3) 
service of officers and crews of vessels on the navigable 
waters of the United States; (4) service of an individual 


‘ in the employ of his son, daughter, or spouse, or of a 


child under 21 years in the employ of his father or 
mother; (5) employment by Federal, State, and local 
governments; and (6) employment by nonprofit insti- 
tutions which are operated exclusively for religious, 
charitable, or educational purposes. 

Agricultural and domestic workers, and to some 
extent family workers, were exempted chiefly for 
administrative reasons. State and local governments 
were exempted because the application of the Federal 
unemployment tax to such government units was 
believed to be unconstitutional. Federal workers and 
maritime workers were considered to be exclusively 
under Federal jurisdiction. The exclusion of the 
religious and other nonprofit institutions was based 
on exclusions in earlier tax laws. 
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Number of States with specified size-of-firm 


TABLE 2.—Distribution of States by minimum size of firms covered under State laws, 
specified dates, 1937-56 
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whether or not he is subject. 


In some States the size of an employer’s payroll is an alternative or additional, or the sole factor in establishing 


2 Estimated on the basis of State legislation enacted by June 30, 1955. 
3 Includes Minnesota which covers employers of 1 or more in communities of 10,000 or over and employers of 8 or more 


(4 after 1955) elsewhere in the State. 


Amendments to Federal Definition 
of ‘“‘Employment’’ 


While the original exclusions concerning family 
and domestic workers remain substantially the same, 
other “employment” exclusions have been signifi- 
cantly modified since 1935 as a result of legislative 
action and a few notable court decisions. 

Some changes brought additional workers within 
the program’s protection while others excluded some 
who had been protected. One amendment altered 
the form of the protection given to the Nation’s rail- 
road workers, by taking them out of the Federal-State 
unemployment insurance program and covering them 
under a Federal system for the railroad industry. 
(See p. 55.) 

Until 1939, ‘“‘agricultural labor’? was defined by 
regulations of the Bureau of Internal Revenue. The 
1939 Social Security Act amendments wrote into the 
law a definition of agricultural labor which excluded 
more services than the regulation had. Among the 
newly excluded services were some processing and 
marketing activities essentially industrial in nature, 
and services performed on farms but not for the owner 
or operator of the farm, such as harvesting a crop 
which has been sold to a cannery. 

One other change in the Federal law restricted its 
coverage. The 1935 act provided that ‘‘employ- 
ment” meant any service not specifically excluded 
which was performed within the United States by an 
employee for his employer. The Supreme Court held 
that under this language, coverage was broader than 
it would have been under the common-law ‘‘master- 
servant” relationship. In 1948, a congressional 
amendment limited the term ‘‘employee” to employ- 
ees under the common-law rules; this definition, 
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moreover, was made rétroactive to 1939. Asa result, 
Federal unemployment insurance coverage was with- 
drawn from about 500,000 persons, such as out- 
side salesmen who are not actually independent 
businessmen. 

The 1939 amendments increased coverage by 
revising the provisions relating to services for Govern- 
ment instrumentalities. Federal instrumentalities not 
wholly owned by the Government were made subject 
to the unemployment tax unless some other law—such 
as the act creating the instrumentality—exempted 
them from the tax. States were given specific 
authority to tax Federal instrumentalities subject to 


the Federal unemployment tax. National banks 
were covered as a result of this change. The same 
amendment provided that instrumentalities not 


wholly owned by a State or local government are 
covered unless they have constitutional immunity. 

In 1943, the United States Supreme Court, in a 
New York case, held that maritime employment was 
not excluded from coverage of State unemployment 
insurance acts by the Constitution or by congressional 
enactments. ‘To assure such coverage, the Federal 
Unemployment Tax Act was amended in 1946 to 
cover maritime service, and to provide that such 
service could be taxed under the unemployment 
insurance law of the State in which the office control- 
ling the vessel on which the service was performed was 
located. The only types of maritime employment 
now exempt are (1) services performed on or in con- 
nection with a vessel not an American vessel, if the 
employee is employed on or in connection with the 
vessel when outside the United States, and (2) services 
by certain fishermen on small craft. 


Except for the size-of-firm limitation, coverage in 
the original Social Security Act was identical under 
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the old-age and the unemployment tax provisions. 
Old-age and survivors insurance started with firms 
employing 1 or more at any time, and Congress has 
made many more extensions in OASI coverage than 
in unemployment insurance. In 1950 and 1954, 
OASI coverage was extended to borderline agricul- 
tural workers, and to farm workers and domestic 
workers in private homes whose earnings and employ- 
ment meet specified conditions. In 1950, nonprofit 
organizations were covered on an elective basis. All 
these groups remain excluded from the Federal 
unemployment tax. 


State Coverage Exclusions 


Exclusions in the State laws, other than size-of-firm 
provisions, are substantially the same as those pro- 
vided in the Federal Unemployment Tax Act. 
Although, as indicated above, a number of States 
have covered smaller firms, only a few have covered 
services which are excluded under the Federal act. 

California covers a substantial number of agricul- 
tural workers; eight other States cover some agricul- 
tural services excluded under the Federal act by 
defining excluded agricultural labor in more restric- 
tive language than the Federal act. 


Connecticut, New York, Rhode Island, and Wiscon- 
sin provide mandatory coverage for State employees, 
with certain exceptions, and permit election of cover- 
age for employees of political subdivisions within the 
State; 10 other States specifically permit State and 
local governments to elect coverage. About 120,000 
State and local government workers are now covered. 
Hawaii covers workers for nonprofit organizations, 
except ministers and members of religious orders. 
New York covers domestic workers in establishments 
with at least four such workers; this size restriction 
was retained for domestics when general coverage was 
extended to smaller firms in 1955. Wisconsin covers 
some family employment. 


States have developed several approaches to assure 
that the State Act applies to all employers subject to 
the Federal tax. For example, since the Federal 
size-of-firm definition applies to employment any- 
where in the United States, an employer may be 
subject to the Federal tax without meeting the size 
provisions of any State law. 


All but five of the laws which do not cover employers 
of one worker have a provision that an employer who 
is subject to the Federal unemployment tax is covered 
by the State law with respect to any employees in the 
State, regardless of the number of such workers. 
However, during 1955, 18 States which covered em- 
ployers of 8 or more workers and 1 with 6 or more 
specifically amended their laws to extend coverage in 
terms of 4 or more employees, thus approximating the 
Federal provision. 


In 28 State laws, provision is made for automatic 
extension of State coverage to some or all of the types 
of services now excluded, if the Federal act should be 
extended to such services. 
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One or More Since 1941 
in Washington 


ODAY coverage of employers of 1 or more workers 
is the law in one-third of the States. When coverage 
under the Washington Employment Security Act was 
extended from 8 in 20 weeks to “1 at any time” in 


July 1941, only the District of Columbia had had 


experience with such complete coverage and only 5 
other jurisdictions had 1 or more coverage of any type. 
There were fears that with no limitation on number 
of weeks worked or on minimum earnings the number 
of subject employers would multiply beyond ad- 
ministrative reason and that such a law would be 
operationally impractical, but these possibilities did 
not materialize. The subject employer population 
rose from 8,000 to over 40,000 but many accounts 
automatically set up in July 1941 on the basis of 
employment in earlier years were canceled when they 
had no subsequent employment. While business 
deaths of employers with 1 to 7 workers during 
World War II distorted the picture, it appears in 
retrospect that the true ratio of small employers to 
total employers is in the neighborhood of 4% to 1. 

Status determinations and field audit activities are 
actually simplified by the omission of minimum 
payroll or period-worked restrictions. There is no 
problem of the borderline case and no lengthy and 
intricate checking to determine liability since all 
employment is subject to contributions. 

An employer is not tempted to lay off a worker 
solely because continued employment would make 
him subject to the unemployment insurance law. 
From the standpoint of claimants, all employment in 
covered industry counts. ~The Employment Security 
Department has no occasion to explain to a claimant 
that his weekly benefit amount is low or that he is 
ineligible because his employment, though in a 
covered industry, was not subject to the law. 

Washington is pleased with its “one at any time” 
coverage from all standpoints and there has never 
been a proposal to change it. 


—Washington Employment Security Department 








Interstate Aspects 
of Coverage 


Some workers perform services in more than one 
State for the same employer. To avoid dual taxation 
or gaps in coverage as a result, State programs have 
adopted uniform language for ascribing such services 
to a particular State. The entire service of a multi- 
State worker is covered in one State if it meets certain 
statutory conditions. Under these conditions, all serv- 
ices are covered in one State if they are performed 
primarily in that State, with only incidental or 
temporary transactions in other States. 
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If there is no such primary State, the service is 
assigned to the State in which the individual has his 
base of operations, or from which his services are 
directed or in which he lives, if some of his services 
are performed in that State. Service which does not 
meet any of these conditions may still be covered in 
a single State through arrangements made by individ- 
ual employers with the States involved, within the 
framework of an interstate “reciprocal coverage 
agreement” entered into by the States. 


The unemployment insurance law of the Dominion 
of Canada includes similar language for localizing 
employment, as well as authority to participate with 
the States in the reciprocal coverage agreement. 


Coverage as a 
Percentage of the Labor Force 


The 19.9 million workers in covered employment 
in 1938 represented only 36 percent of the civilian 
labor force—that is, the total number of civilians in 
the country who are employed, self-employed, or 
seeking work—as obtained from personal interviews 
with a sample of households throughout the country. 


Variations from one year to another in the percent 
of the civilian labor force covered by unemployment 
insurance result chiefly from one or more of the follow- 
ing factors: fluctuations in the comparative number 
of employed and unemployed workers within the 
labor force, changes in the size of the civilian labor 
force because of military manpower requirements, and 
the extension of coverage under the unemployment 
insurance laws. 

The large increase in covered employment during 
the period 1938-42 was due partly to a general im- 
provement in economic conditions which stimulated 
the growth of small firms, and partly to the action of 
various State legislatures in bringing under the unem- 
ployment insurance law firms with fewer than 8 
employees. 

Between 1942 and 1954, the proportion of the civil- 
ian labor force in covered employment remained about 
the same. For 1954, average monthly covered em- 
ployment totaled about 35.4 million and the civilian 
labor force totaled 64.5 million. (See chart 2.) 

When the workers to be covered by the 1954 
Federal amendments and 1955 State amendments are 
included, the covered group will average 39.3 million 
workers, or 61 percent of the civilian labor force, and 












































By 1942, the proportion of the civilian labor force in 80 percent of the wage and salary workers. (See 
covered employment had increased to 52 percent. chart 8.) 
Chart 2. 
INCREASE IN THE CIVILIAN LABOR FORCE AND COVERED EMPLOYMENT 
1938 - 1954 
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Average State insured unemployment, 1954—1,857,000. 
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VI. Trends in 


Benefit Financing. 19.35-53 


HE financing of benefits over the past 20 years is 

a story of overestimates of benefit costs; of the 

accumulation of sizeable reserves in the Nation as 
a whole, but with great variations among the States; 
of occasional worries about solvency in a few States; of 
the development of experience rating in all States to 
vary employers’ rates in accordance with their experi- 
ence with unemployment; of the multiplication of 
ways and means of reducing individual employers’ 
rates; and of a recent more professional approach to 
the problem of estimating State benefit costs over a 
period of years and providing for contributions to 
balance the expected outgo. 

The 1954 amendments of the Social Security Act 
and the Federal Unemployment Tax Act include the 
most significant Federal amendments on _ benefit 
financing since the beginning of the program. Assur- 
ance of continuing ability to pay benefits has been 
substantially increased by the provision of the Employ- 
ment Security Administrative Financing Act making 
noninterest-bearing repayable loans available from 
the Federal unemployment account in the Unemploy- 
ment Trust Fund to States whose funds fall below a 
specified level. Under an amendment to the Federal 
Unemployment Tax Act, States may reduce the period 
of experience with the risk of unemployment required 
before new employers and newly covered employers 
may qualify for reduced rates under experience rating. 


The Committee on Economic Security 


The actuarial staff of the Committee on Economic 
Security, charged with the development of a sound 
financial structure for the proposed unemployment 
insurance program, had to develop answers to these 
questions: In what amounts and on what bases should 
contributions be made? Who should pay them? 
What kind of financial arrangement should be made to 
take care of the fluctuating costs of the program in 
alternating periods of high employment and of 
relatively heavy unemployment? 
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Basic to all other questions was that of the potential 
costs of the program. Some foreign countries had had 
unemployment insurance programs for more than 20 
years but none had maintained a uniform plan for 
any long period and there was only scant reliable 
actuarial experience. 

In the United States, neither national nor State data 
on unemployment were available for any length of 
time. Obviously, the Committee had to improvise. 
Although it recommended the establishment of a 
Federal-State system, its staff could prepare cost esti- 
mates only on a national basis. Their awareness of 
all the unknowns moved the conscientious planners 
to increase the estimated cost figures by 30 percent 
“so that. faulty cost calculations will not impair the 
protection given to the insured.” 

The result was a recommended contribution rate of 
3 percent of payroll which was believed to be the most 
the economy could afford, and a rather limited sched- 
ule of benefits which was thought to be the most that 
could be financed safely on the basis of this contribu- 
tion. The Committee assumed also that reserves 
would be accumulated in periods of high employment 





DEQUATE unemployment compensation 
adds no burden which society will not in any 
case bear when unemployment occurs. In so 
far as it distributes the tax burden over a long 
period, building reserves in good times and 
paying benefits in bad times, it is the most 
effective method of protection against unemploy- 
ment yet devised. Unemployment insurance is 
necessary to the smooth working of a full- 
employment economy and to the extent that it 
may not be needed, it will not be used. 
—FRAnkK Bane, Executive Director, the Council 
of State Governments, in “‘Unemployment 
Compensation in the Postwar Period.” 
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TABLE 3.—Number of States with specified 
minimum contribution rates, in most 
favorable schedule in 1937 and 1955 laws 








Rate (percent) 1937 1955 
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1 Rate depends on distribution of the surplus. 
2 Alaska eliminated experience rating beginning Jan. 
1, 1955. 


so that over a period approximating a complete busi- 
ness cycle income and outgo would be in balance, and 
that Federal loans or other measures of support would 
be available in the event of a major depression. 

The States were free to require contributions ‘“‘from 
employers alone or from employers and employees, 
with or without contributions by the State govern- 
ment,” and to adopt either pooled-fund laws (em- 
phasizing collective responsibility for unemployment) 
or individual employer reserve plans of the Wisconsin 
type. (See p. 6.) 

As the Congress passed upon the proposed bill, the 
House deleted the Committee’s recommendation 
with respect to the individual employer reserve plan 
and possible rate variation on the basis of experience 
with unemployment, but the Senate restored these 
provisions. Thus experience rating, which was to 
have an important impact on benefit financing and 
other aspects of the unemployment insurance pro- 
gram, was incorporated in the Social Security Act. 


Federal and State Taxing Provisions 


The Federal tax on employers and the tax offset 
device have been described (p. 9). States generally 
set employers’ taxes at 2.7 percent of payrolls, that 
is, 90 percent of the Federal tax, the maximum credit 
offset. Nine States collected employee contributions 
also, ordinarily 1 percent of wages but 1.5 percent in 
Rhode Island. In 1955, Alaska added a temporary 
employee contribution of one-half of 1 percent for 
the 2 years 1955 and 1956. The District of Columbia 
law provided for Government contributions; $100,000 
was appropriated for 1936 and $125,000 for 1937. 

The Federal Unemployment Tax Act provided that 
employers can get credit on the Federal tax not only 
for the contributions they pay under a State law but 
also for the contributions they are excused from pay- 
ing under the State experience-rating system. By the 
terms of the Federal act, such a system could not go 
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into effect in the employer reserve systems until em- 
ployers had accumulated contributions equal to at 
least 7.5 percent of their payrolls, and in the pooled- 
fund States until at least 3 years after benefits were 
payable. 

Seven of the original State laws provided for separate 
employer reserves of the Wisconsin type though they 
included a “‘partial pool’? or added one shortly. 
Most States, however, adopted a pooled-fund plan in 
which all money collected from employers is “com- 
mingled and undivided” and the cost of unemploy- 
ment is spread over all employers. A separate book- 
keeping account is maintained for each employer but 
his workers have no special claim on the funds he has 
paid in. All benefits are paid from the unemploy- 
ment fund, regardless of the balance of an individual 
employer’s contributions and the benefits paid his 
workers. However, under the popular reserve ratio 
system of experience rating, the balance in the book- 
keeping account, related to the employer’s taxable 
payroll, determines the tax rate that he pays. 

Thirty-three States with pooled-fund laws provided 
for a system of experience rating to take effect at a 
specified time, in 1941 to 1944. Another 9 States 
provided for a study of experience rating; 2 made no 
provision for experience rating. Though all the 40 
States with experience rating, whether employer re- 
serve or pooled-fund systems, were ‘“‘reserve-ratio 
systems,” their experience-rating provisions differed 
considerably in detail. One significant difference 
was in the employer or employers to be charged 
with the benefits for a period of unemployment—the 
claimant’s last employer, his last base-period employer, 
or all his base-period employers in proportion to the 
wages he received from each. 

Most early systems had only one schedule of rates; 
in 1955 most experience-rating systems had two or 
more schedules. From the beginning there have been 
great differences in the schedules. In 1937, employers 
in 12 States had a zero rate when their reserve ratios 
reached a specified level but in 25 States the mini- 
mum rate was 0.9 or 1.0 and in 2 States, 1.5 percent 
of taxable wages. In 1955, minimum rates were 


TABLE 4.—Number of States with specified 
maximum contribution rates in least 
favorable schedule in 1937 and 1955 laws 





Rate (percent) 1937 1955 
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1In one State in each of these groups, rate may be 
increased by a required contribution to a solvency fund. 
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Chart 3. 
RESERVES AS PERCENT OF TAXABLE WAGES 


NATIONAL AVERAGE AND RANGE OF 
STATE AVERAGES, 1938 - 1954 
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much lower; 12 States had a zero rate in their most 
favorable schedule but these 12 included only 4 of 
the 12 States with zero rates in 1937. Only 3 States 
had a minimum rate of 0.9 percent or more and 27 
had rates of 0.1 to 0.3 percent. (See table 3.) 

In 1937 all but 10 States had a maximum rate 
higher than 2.7 percent, to balance rates under 2.7 
percent. In most States the maximum rate was 3.6 
percent; in 10 States it was higher. (See table 4.) 
Three had no specified maximum but required an 
average contribution rate of 2.7 percent, the reduced 
rates to be balanced by rates above 2.7 percent. In 
1955, in contrast, only 10 States had a maximum rate 
over 2.7 percent, and in most of these States the maxi- 
mum rate applied only in the least favorable of several 
schedules, which would go into effect when the State 
reserves were at a specified low level. 


Prewar Years 


Soon after benefit payments began, it became evi- 
dent that the benefit provisions were inadequate and 
that the cost of unemployment insurance had been 
overestimated. Even during the sharp recession of 
1938 most of the States then paying benefits collected 
more money than they paid out. On the other hand, 
despite rapidly improving employment in the years 
that followed, large percentages of claimants exhausted 
their benefit rights before they found other work. 

Costs of benefits among the 23 States paying benefits 
throughout 1938 averaged 2.2 percent of wages but 
ranged from 0.8 percent to 4.5 percent. Costs in the 
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- effect. 


same 23 States dropped substantially in the next 2 
years, ranging from 0.6 percent.to 2.5 percent in 1939 
and from 0.7 percent to 3.3 percent in 1940. In 
1939, the average cost rate for all 51 States was 1.5 per- 
cent; in 1940 it was 1.7 percent. 

All States collected at least 2.7 percent from all 
employers in 1938, all but Wisconsin in 1939, and 
all but 4 in 1940. As a result, by the end of 1940 
reserve funds in the Nation equaled 6 percent of tax- 
able wages; among the States, they ranged from 2.7 
to 11.2 percent. (See chart 3.) The relatively high 
reserves were due largely to the provision requiring . 
contributions for 2 years before payment of benefits 
could start. Since the rate was 0.9 percent in 1936 
and 1.8 in 1937, those States which began benefit 
payments in 1938 had the equivalent of 2.7 percent 
of a year’s payroll. Those States which started bene- 
fit payments after January 1, 1938 had more than 
2.7 percent; Illinois and Montana, the last States to 
start benefit payments, July 1939, had accumulated 
the equivalent of 6.75 percent of payrolls. 

In general, during this initial period, financial pro- 
visions still reflected, to a large extent, the influence 
of the cautious planning of the Committee on Eco- 
nomic Security. However, five State laws had elimi- 
nated employee contributions by the end of 1940 and 
one more State had adopted experience-rating. 

Several States had changed the form of their expe- 
rience-rating systems before there was time for them 
to go into effect. By 1939, seven States had enacted 
laws using other measures of unemployment risk than 
‘‘reserve ratio.” One State measured employers’ com- 
parative experience in terms of the ratio of benefits 
paid to taxable wages and one in terms of compensable 
separations. Five had a_ benefit-wage-ratio system 
based on the ratio of wages on which benefits were 
paid to an employer’s total taxable wages. 


The War Period, 1941-45 


The war period was characterized by negligible 
benefit payments—in some States, less than 0.05 
percent of taxable wages. The nationwide average 
was 0.9 percent in 1941 and 0.1 percent in 1943 and 
1944. (See chart 4.) 

By 1945, 45 States had experience-rating systems in 
The diversity in types of such systems was at 
its height. Only 27 States retained a reserve-ratio 
type of experience rating. Eight systems were based 
on benefit ratios, 8 on benefit-wage ratios, 1 on com- 
pensable separations, and 1 on a combination of 
measures, including a new “payroll decline” factor. 

Under all systems, experience rating brought about 
substantial reductions in contribution rates. Em- 
ployer tax rates dropped to an average of 1.92 percent 
during 1944 and 1.71 in 1945; in 3 States in 1944 and 
5 States in 1945, the average tax rate was less than 
1 percent. (See chart 5.) 

Since the extremely low benefit costs of the peak 
war years could have been financed solely by the 
interest earned on the reserve funds, reserves grew 


rapidly. By September 30, 1945, the 51 State 
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reserves reached an aggregate of almost $7 billion, 
the equivalent of about 12 percent of taxable wages, 
but varying among the States from 7.5 to 18 percent. 

Despite the abnormally low costs, financial policies 
were still very conservative in most States, largely 
because of the very high claims load anticipated at the 
end of the war. 

Twelve States adopted provisions for special “‘war 
risk contributions,” imposing additional taxes on 
employers whose payrolls showed specified percentage 
increases. These States expected that rapidly ex- 
panding payrolls in establishments engaged in 
warwork would result in large postwar layoffs, and 
that the existing reserves would not be sufficient for 
benefit payments. 

In anticipation of heavy postwar payments, the 
States with employer-reserve systems of experience 
rating began the change to pooled-fund laws which 
eventually affected all but one of these States. The 
change was made because the States expected that 
after heavy postwar benefit payments, it would 
become difficult for employers to meet the Federal 
requirement for reduced rates under an employer- 
reserve system, that is, a balance equal to 5 times 
the largest amount of compensation paid in any 1 of 
the last 3 years. 

The Federal interest in fund solvency led to the 


Chart 4. 
BENEFITS AS PERCENT OF TAXABLE WAGES 


NATIONAL AVERAGE AND RANGE OF 
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enactment in 1944 of the George Loan Fund which 
made available temporarily noninterest-bearing Fed- 
eral loans to States with depleted unemployment 
insurance funds, to tide them over emergency periods 
such as were anticipated. This fund was never used. 


The Early Postwar Years, 1946-50 


During 1946, unemployment reached a peak of 1.6 
million beneficiaries a month during January, 
February, and March. However, the high unem- 
ployment anticipated during the conversion to a 
peacetime economy did not materialize. In fact, in 
response to a huge pent-up demand for nonwar 
consumer goods, employment reached new peaks 
while unemployment and benefit costs during 1947 
and 1948 were lower than in any prior peacetime 
year. As a result, the accumulation of reserves 
which started during the war years continued through 
1948, reaching a peak of $7.6 billion by the end of 
that year. (See chart 6.) 

As reserves grew, pressures for lower tax rates 
became more persistent. Since, under the provisions 
of the Unemployment Tax Act, experience rating was 
the only method by which States could reduce tax 
rates, the six States which had delayed its adoption 
because of their opposition to its principles yielded to 
the demands for tax reductions. All of these States 
adopted payroll variation plans under which em- 
ployers’ experience with unemployment is measured, 
in whole or in part, by the decline in their payrolls 
from year to year or from quarter to quarter. 

Other States adjusted their experience-rating sys- 
tems to reduce the requirements for given rates, to 
add lower minimum rates, and to eliminate rates 
above 2.7 percent. Many added new schedules of 
lower rates applicable when fund balances reached 
specified high levels. Financial policies appeared to 
emphasize short-run not long-range considerations. 


Chart 5. 
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Chart 6. 
TRENDS IN CONTRIBUTIONS COLLECTED, BENEFITS PAID 
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Many of the amendments limited the ability of tax 
schedules to replenish prior benefit expenditures. By 
1949, the maximum rate was reduced to 2.7 percent 
in all but 13 States and in most of these, rates higher 
than 2.7 percent were charged only when the State 
reserve fund balance reached a specified low level. 
In 20 States, the minimum contribution rate was 
zero to 0.3 percent of taxable wages. 

Other provisions were adopted which tended to 
give certain employers more favorable experience 
rates. These provisions increased the amount of an 
employer’s credit in his experience account or re- 
duced the debit side of the account; either type of 
provision enabled him to qualify for a lower rate. 
Ways to accomplish this included the prorating of 
current interest on the balance in the trust fund to 
employers’ accounts and the use of voluntary contri- 
butions. A voluntary contribution is to an employer’s 
advantage as long as the additional amount he pays is 
less than his saving due to the lower rate. Other 
amendments provided for the omission of certain ben- 
efit charges to employers’ accounts, for example, for 
compensable unemployment following disqualification 
under certain circumstances. 

Other financial policies changed during this period. 
Only two States retained employee contributions. 
The provision of a specified average annual tax rate 
or a specified average rate over a period of years, 
contained in 7 State laws in 1937, was left in only 
1 State law. 
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1947 1948 1949 1950 1951 1952 1953 195% 
The fund solvency protective provisions of many 
State laws, designed to increase tax rates automatically 
when reserve funds fell to low levels, became in- 
creasingly ineffective as taxable payrolls and the 
potential liabilities of the State funds increased. 
This was true whether such measures were expressed 
in terms of a fixed dollar amount or in relation to the 
amount paid in benefits in a preceding year. 
Nevertheless, the 1949-50 unemployment experience 
did not present solvency problems in many States. 
Rather, it revealed the extent to which long-range 
considerations had been neglected in the develop- 
ment of financial policies and practices and ac- 
centuated the limitations of a replenishment approach 


‘to benefit financing. This realization stimulated 


research into the proper relationship between benefit 
costs, contributions, and available reserves. 


1951-55 


The years 1951-53 were characterized by relatively 
low benefit payments and increasing reserve funds; 
benefits ranged from 0.9 to 1.1 percent of taxable 
wages (see chart 4), while reserves gradually in- 
creased to an alltime peak of slightly less than $9 
billion at the end of 1953. (See chart 6.) In most 
States, employer contribution rates, which had risen 
because of high unemployment in 1949-50, yielded 
substantially more than the amount paid in benefits. 
Then the low benefit costs during 1951—53 resulted in 
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gradual decreases in the average contribution rate in 
most States. 

During 1954, the average tax rate for all States 
combined had dropped lower than in any prior year. 
(See chart 5.) At the same time, unemployment rose 
sharply during the spring of 1954. As a result, reserve 
funds dropped, in some States rather sharply. At the 
end of December 1954, the reserve totaled $8.2 billion, 
equivalent to 8.4 percent of taxable wages. State 
reserves ranged from 2.9 percent to 15.2 percent. By 
March 31, 1955, the nationwide reserve had fallen 
below $8 billion. 

Except for the temporary insolvency of Alaska’s 
unemployment insurance reserve, most State funds 
were in a better position to meet increased benefit 
costs in 1954 than they had been during the 1949-50 
recession. 

During the years 1951-53 most States had con- 
ducted benefit financing studies. Their purpose was 
to develop a reasonably accurate estimate of the po- 
tential benefit liability of a State program over a 
period of years and to use such estimates in plan- 
ning tax intake, so that over such a period, income 
to, and outgo from, the unemployment funds would 
be in balance. 

During this period there-was a trend back to reserve- 
ratio experience rating. Many employer groups criti- 
cized the benefit-wage-ratio system because it did not 
charge each week of unemployment to employers’ 
accounts and therefore failed to exert the maximum 
incentive for individual employers to stabilize their 
employment. Both benefit-ratio and benefit-wage- 
ratio systems were criticized as limited to replenishing 
the fund for recent withdrawals from it. By 1955, 
benefit-ratio systems remained in only 5 States and 
benefit-wage-ratio systems in 6, while reserve ratios 
had risen to 33. 





Federal Amendments in 1954 


The Administrative Financing Act of 1954 ear- 
marked the proceeds of the Unemployment Tax Act 
for the unemployment insurance program. It pro- 
vides for the automatic appropriation to the Federal 
Unemployment Trust Fund of the annual excess of 
Federal unemployment tax collections over employ- 
ment security administrative expenditures. These 
excess collections will be used first to establish and 
maintain a $200 million fund in the Federal unemploy- 
ment account which will be available for noninterest- 
bearing loans to State agencies with depleted reserves. 
The excess collections beyond $200 million will be 
returned to the States for use in financing benefits— 
and under certain circumstances may be appropri- 
ated by State legislatures for financing administration. 

Almost $65 million was available for transfer to this 
new account at the end of the fiscal year 1954. When 
the Alaska fund was so low that benefit payments were 
suspended in March 1955, Alaska qualified for a loan 
under the Administrative Financing Act but was not 
able to borrow, under the Organic Act for Alaska. 
That impasse has been eliminated by the enactment 
of Federal legislation and Alaska has applied for a 
loan. s 

Another 1954 amendment permits States to reduce 
the required 3-year experience with unemployment 
risk before new or newly covered employers are eligible 
for reduced rates under experience rating. In the 
1955 sessions, 22 States have amended their laws to 
grant reduced rates earlier to new employers. These 
amendments will go far in equalizing tax rates of 
firms newly covered by the reduction in size-of-firm 
requirements and the firms which have already quali- 
fied under the 3-year requirement. 








New home of the Employment Security Division, Arkansas Department of Labor, in Little Rock, one 
of the largest office buildings in the State. 
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Vil. Developments 


in Benetits. 1935-55 


WENTY YEARS of benefit formulas and 18 

years of benefit payments tell. a story of change 

and improvement. Many State laws are amend- 
ed every year, especially in the odd numbered years 
when almost all State legislatures are in session. 

During the 1955 legislative sessions through June 30,' 
32 States improved their benefit provisions; 28 of 
these States—more than in any prior year—increased 
the basic maximum weekly benefit. Seven increased 
maximum duration of benefits and 23 States improved 
other aspects of the benefit formula. These amend- 
ments bring benefits closer to the goals recommended 
by President Eisenhower in recent Economic Reports. 

From the beginning, all State laws provided that 
weekly benefits should be related to the weekly wages 
of the individual covered workers, not based on 
claimants’ sex and age, as in Great Britain. Wisconsin 
based benefits on the claimant’s average weekly 
wages with the employer from whose reserve account 
benefits were paid. 

The Committee on Economic Security and the 
Social Security Board, in its early ‘“‘draft bills,” recom- 
mended benefits based on full-time weekly wages 
rather than on actual average wages, because inter- 
mittent employment and underemployment would 
result in low weekly benefits under average-weekly- 
wage formulas. These draft bills recommended bene- 
fits equal to 50 percent of each claimant’s full-time 
weekly wages up to a maximum of $15 a week for a 
maximum duration of 16 weeks (or less), and most 
States adopted such a formula. 


Changes in Weekly 
Benefit Formula 


Before benefits became payable, however, experi- 
ence had demonstrated the difficulty of ascertaining 
workers’ full-time weekly wages, especially if they 

1 Data on 1955 legislation include all bills approved by State gov- 
ernors by Fune 30, 1955, although some provisions are not effective 


until 1956. 
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were paid on a piecework basis or had long been 
working on reduced hours. Thus began a swing to a 
benefit formula based on a fraction of wages in that 
calendar quarter of the base period in which wages 
were highest. The fraction was usually set at %», on 
the assumption that the quarter of highest earnings 
would usually represent 13 weeks of employment. 
The high-quarter formula could be based on quarterly 
wage reports from employers, comparable to reports 
of total quarterly wages that employers were making 
to the Bureau of Internal Revenue for purposes of the 
old-age benefits program. 

By December 1937, only 4 States provided for week- 
ly benefits to be based exclusively on a worker’s full- 
time weekly wages. Five State laws permitted the 
agency to adopt alternative methods and 32 State 
laws specified an alternative: If the full-time weekly 
wage would be unreasonable or arbitrary or not read- 
ily determinable with respect to any individual 
claimant, his full-time wage would be deemed to be 
a specified proportion of his high-quarter wages, 
usually \3. Nine States based benefits directly and 
solely on high-quarter wages. All States provided a 
maximum weekly benefit. 


In 1938 and 1939 the Bureau led a movement for 


' simplification of the benefit formulas. In most States 


even the optional use of the full-time weekly wage 
was discontinued. By December 1945 only 1 State 
retained such a formula with the high-quarter alter- 
native; 41 States relied exclusively on the high- 
quarter formula and Wisconsin coni‘nued to use the 
average-weekly-wage formula. Eight States based 
weekly benefits on total base-period earnings. These 
annual-wage formulas simplified the administrative 
records but diminished the relationship between bene- 
fits and weekly earnings, except for those workers who 
had been employed continuously throughout the base 
period. 


As of June 1955, 38 States used a high-quarter 
formula exclusively. In line with .recommendations 





Until June 1953, the central office of the Missouri Employment Security Division shared loft quarters with a shoe factory 
in Jefferson City. 


in President Eisenhower’s Economic Reports of 1954 
and 1955 that benefits for the great majority of covered 
workers should equal at least half their regular earn- 
ings, Pennsylvania added to its \%; of high-quarter 
formula an alternative of full-time weekly wages. 
(See p. 35.) In connection with a trend to substitute 
wage reports on individual claimants, on request after 
claims were filed, for quarterly wage reports on all 
covered workers, four States were using an average- 
weekly-wage formula. Eight States were using an 
annual-wage formula. 

Over the years, theré has been an increase in the 
fraction of high-quarter or annual or average weekly 
earnings used to determine the weekly benefit amount. 
For example, in 35 of the 41 States whose laws 
included a high-quarter formula in December 1937, 
the weekly benefit was % of high-quarter wages; in 
only 6 States was it higher. By June 30, 1955, this 
fraction was as low as \s in only 8 States; in 12 States 
it was 3 to \;; and in 6 States it was M%p. In 12 
States the fraction was weighted in favor of claimants 
with low quarterly earnings; only 5 used a fraction 
as low as ¢ for any claimants. 

The liberalization of this fraction was based on the 
recognition that workers frequently experience some 
unemployment even during the quarter of their 
highest earnings. Consequently, if the weekly benefit 
was to approximate one-half of weekly earnings while 
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employed, some allowance should be made for weeks 
of unemployment. A 9 fraction, for instance, yields 
at least 50 percent of weekly earnings for all claimants 
who had at least 10 full weeks of employment in their 
high quarter. 


Maximum Weekly Benefits 

One State after another increased the maximum 
weekly benefit from the $15 with which most States 
started, to $30 or more. Different States took the 
lead at different times. (See p. 34.) When all the 
1955 amendments have become effective, maximum 
basic weekly benefits will range from $22 to $45, with 
only 19 States under $30, 18 at $30, and 14 above $30. 

The principal reason for these increased maximums 
was the uninterrupted upward trend in average 
weekly wages in covered employment since the early 
years of the program—from $26 in 1939 to over $44 
at the peak of the war effort (1944) and to $74.50 in 
1954—the most recent year for which data are avail- 
able. If benefits are to be reasonably related to 
weekly earnings during a period of rising wages, the 
maximum weckly benefit must reflect these increases. 
Table 3 shows the general upward movement in the 
State maximum weekly benefit in the last 10 years. 

The pressure for upward movement of statutory 
maximums has received impetus from time to time 
from public discussion of the desirability of Federal 
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New central office quarters at Jefferson City, Mo., proudly displays its “Employment Security Building” name—a symbol of 
progress and permanence. 


legislation establishing a floor under benefit levels. 
While these proposals did not receive congressional 
approval, the fact that they were given active con- 
sideration at various times undoubtedly stimulated 
State action to increase maximum benefit amounts. 

The rise in average weekly wages has been relatively 
greater than the increase in the maximum weekly 
benefits. As a result, the proportion of average 
weekly wages represented by the maximum weekly 
benefit has declined. In December 1939, for example, 
the maximum weekly benefit in 49 States was 50 per- 


cent or more of the average weekly wage; in 15 of 


these States it was 71 percent or more. By December 
1945, the maximum weekly benefit was 50 percent or 
more of the average weekly- wage in only 12 States; 
in none was it as high as 71 percent. By June 1955, 
despite the increase in the maximum weekly benefit 
in 28 States this year, the maximum weekly benefit 
was 50 percent or more of average weekly wages paid 
in 1954 in only 7 States; the highest was Hawaii (60 
percent). 

The limiting effect of the maximum weekly benefit 
is revealed also by the proportion of all weekly pay- 
ments at the maximum amounts payable—about one- 
fourth of all payments in 1939 as compared with 61 
percent during 1954. In 19 States, this ratio ex- 
ceeded 70 percent; it was 75 percent or more in 7 
States. 


August 1955 


Average Weekly 
Benefits Paid 


Average weekly benefits paid also have risen with 
the greater base-period earnings of claimants and 
with the improvements in benefit provisions. Weekly 
payments to unemployed workers averaged $10.66 in 
1939, rose to $18.77 in 1945, and have increased each 
successive year from 1948 to 1954 to a peak of almost 
$25 in 1954. (See chart 7.) 

Increases in weekly benefits, however, have lagged 
behind rising wages so that, currently, the average 


_payment in the country as a whole has dropped from 


41 percent of the average wage of covered workers in 
1939 to about one-third. (See chart 6.) The experi- 
ence of individual States has varied substantially from 
these national averages. In 1954, only one State ratio 
exceeded 41 percent, and that was Wyoming which 
pays dependents’ allowances. (See p. 38.) 


Dependents’ Allowances 


Only a few States have adopted provisions, common 
in other social insurance laws, to increase the weekly 
benefits of claimants with dependents. The enact- 
ment of these provisions has been sporadic. In 1937, 
only the District of Columbia law provided for depend- 
ents’ allowances; the amounts were modest—-$1 for 
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States Which Pioneered in Raising 
Maximum Basic Weekly Benefits 


The first maximums above $15: 


$16, MICHIGAN, December 1936 (benefits first pay- 
able July 1938). 

$18, WYOMING, February 1937 (benefits first pay- 
able January 1939). 


The first $20 maximums: 
HAWAII, effective May 20, 1941. 
CONNECTICUT, effective June 29, 1941. 
UTAH, effective July 1, 1941. 

The first maximum above $20: 
$22, CONNECTICUT, effective October 1, 1943. 


The first $25 maximums: 
WASHINGTON, effective March 31, 1945. 
HAWAII, effective April 16, 1945. 
UTAH, effective July 1, 1945.! 
The first maximums above $25: 
$26, NEW YORK, effective June 7, 1948. 
$27, KANSAS, effective January 1, 1950.* 
The first $30 maximums: 


NORTH CAROLINA, effective March 22, 1951. 
WASHINGTON, effective July 1, 1951. 
ALASKA, effective July 1, 1951. 

WISCONSIN, effective July 8, 1951. 
PENNSYLVANIA, effective October 1, 1951. 
NEW YORK, effective December 31, 1951. 


The first maximum above $30: 
$33, WISCONSIN, effective July 18, 1953. 


The first $35 maximums: 


ALASKA, effective July 5, 1953. 
PENNSYLVANIA, effective May 1, 1955. 
DELAWARE, effective May 17, 1955. 
WASHINGTON, effective July 1, 1955. 
CONNECTICUT, effective July 1, 1955. 
HAWAII, effective July 3, 1955. 
OREGON, effective January 1, 1956. 


The first maximums above $35: 


$36, NEW YORK, effective July 5, 1955. 
$45, ALASKA, effective July 3, 1955.5 


| Statutory maximum, $20, raised by cost-of-living allowance 
to $25. 

2 Statutory provision was 50 percent of average weekly wage. 

3 Only for claimants resident in Alaska; maximum of $25 
on interstate claims. 


each of 3 dependents and the maximum weekly pay- 
ment, with or without dependents, was $15. Three 
States added such allowances in 1945, 1 in 1946, and 
6 in 1949. In 1955, Arizona repealed its dependents’ 
allowances while increasing its basic maximum benefit 
from $20 to $30. 

Illinois added what is, in effect, a dependents’ 
allowance, limited to claimants whose high-quarter 
wages exceed those required ($573) for the new basic 
maximum weekly benefit ($28). The allowance 
ranges from 50 cents to $12, depending on high- 
quarter wages and number of dependents. For 
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The Provident, R. L., local ie: gains privacy for claimants 
by use of dividers between stations. The claims-taker’s para- 
phernalia is concealed behind the built-up section of the 
counter. 


example, the $12 allowance requires both high- 
quarter wages of at least $952.51 and 4 dependent 
children, and to receive the $40 augmented benefit 
for 26 weeks requires base-period wages of $2,975. 

Michigan, which made no increase in its basic 
benefit ($30), increased its maximum allowance for 
five ‘‘family classes’ and the average weekly wages 
required for each new maximum. Maximum aug- 
mented benefits, formerly $32-$42 per week, are 
increased to $33-$54. The $33 benefit applies to 
claimants who have one dependent other than a child 
and an average weekly wage of $72.01 or more. The 
$54 maximum applies to claimants who have four 
dependents including at least 1 child or 5 dependents 
other than a child and average weekly wages of 
$106.01 or more. 

Although the definition of what constitutes a 
dependent varies greatly from State to State, all 
provisions for dependents’ allowances include an 
allowance for’a dependent child under a given age; 
three States provide an allowance for specified adult 
dependents. These laws usually provide an allowance 
of a specified weekly amount for each dependent, 
varying from $1 to $5, with a ceiling on the total 
allowance. 

During 1954, when 11 States provided dependents’ 
allowances, 35 percent of the beneficiaries in these 
States qualified for an allowance. For these bene- 
ficiaries, dependents’ allowances increased the weekly 
benefit by about 19 percent; it increased the total cost 
of benefits paid to all beneficiaries in these States by 
only 6 percent. The experience of individual States, 
however, differed markedly from this overall average 
because of wide differences in the statutory provisions. 


Qualifying Wage Requirements 


All State laws contain qualifying requirements for 
receipt of benefits designed to limit benefit payments 
to workers who are regularly attached to covered 
employment. These requirements follow a variety 

(Continued on page 36) 
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1955 Amendments to Pennsylvania’s Unemployment Compensation Law 


HE 1955 amendments to the Pennsylvania un- 

employment compensation law effected more sub- 
stantial changes in the benefit program than any 
bill since the original enactment. They comprise 
the first comprehensive revision drafted in the 
State agency and sponsored by the administration. 
In relation to the provisions which they super- 
seded, they may be described as “‘liberalization.”’ 

In a broader view, however, they appear rather 
as practical and, in some respects, long-overdue 
measures for adjusting the statute to the developing 
needs of the program within the Commonwealth in 
furtherance of the basic objectives of the original 
act. In several instances, the effect is to restore 
features removed or dulled through restrictive 
amendments and interpretations. 

It has been a traditional objective of the Penn- 
sylvania Law that an unemployed, eligible worker 
should be compensated to the extent of at least 50 
percent of his weekly wage loss, subject to the maxi- 
mum weekly rate fixed by law. Prior to 1955, 
determination of a claimant’s weekly benefit rate 
was based exclusively on his average earnings 
during that calendar quarter of his base year in 
which he had the greatest amount of wages, the 
computation being expressed in the formula, \; 
of his highest quarterly wage. Where a worker 
has experienced irregular or short-time employ- 
ment, this formula may fail to compensate him at 
the desired rate. 

In order to remedy this condition, and yet not 
overcompensate the fully employed, an alternative 
method was added for computing the claimant’s 
compensation, as 50 percent of his full-time weekly 
wage, if this is greater than \%, of high-quarter 
wages. At the same time, the maximum weekly 
rate was extended from $30 to $35, a moderate 
change in view of the fact that the former ceiling 
alone had prevented a majority of workers from 
receiving benefits equal to half their weekly 
earnings. 

If any of the amendments can be classed as “‘an 
innovation,”’ it is the adoption of a uniform dura- 
tion of 30 weeks in place of variable duration 
ranging from 13 to 26 weeks, to protect those 
employees who are hardest hit with protracted 
unemployment. 

As a corollary to this provision, the annual 
earnings requirement of “30 times the weekly 
benefit rate’? was increased, through the structure 
of the benefit table, to a range of 32 to 42 times 
the weekly rate. In order that an employee who 
could have met the former requirement might not 
be barred completely, however, provision was 


‘area of vacation shutdowns. 


made for paying benefits in such cases at a lower 
weekly rate. Such an employee is permitted to 
“bump back” to the benefit rate on that line of the 
table on which his base-year earnings amount 
appears, provided always that his base year earn- 
ings are not less than 30 times his weekly benefit 
rate computed as ; of his high-quarter earnings. 

Related to the monetary tests is a new provision 
with relation to the recording of an employee’s 
maximum annual taxable wages of $3,000. Under 
the former law, the first $3,000 earned by an em- 
ployee in a calendar year were credited to the 
specific calendar quarter or quarters in which such 
wages were paid. Many employees who earned, 
say, $5,000 throughout a year were credited with 
wages only during the first 6 or 9 months of the 
year. Consequently, in a succeeding benefit year, 
inability to consider wages earned in the latter part 
of the previous or ‘“‘base’? year, deprived such 
claimants of eligible status or substantially reduced 
their compensation. This inequity has been cor- 
rected by a provision permitting a realistic alloca- 
tion of the $3,000 creditable wages throughout the 
calendar quarters of the year in proportion to the 
claimant’s actual earnings during such quarters. 

Also significant was the complete repeal of a 
“peril point”? on benefits, under which immediate 
drastic reductions in amounts and duration of 
benefits were required, should the fund fall to less 
than 1% times the amount of benefits paid over a 
12-consecutive-month period. But for the amend- 
ment, passed and signed by Governor Leader at 
the end of March, this clause would have taken 
effect April 1 of this year. 

Personal cause for leaving work, almost elimi- 
nated in 1953 through a “marital, filial, and 
domestic circurmstance’” exception was _ restored 
and the “conclusive presumption” of unavail- 
ability for work of pregnant claimants was post- 
poned from the end of 6 to 7% months following 
conception. 

Elsewhere, the most important change was in the 
Under decisional 
law, claimants who became unemployed by reason 
of a plant shutdown for vacation and who did not 
receive vacation allowances were, nevertheless, 
denied compensation if the shutdown was pursuant 
to a union-management agreement. ‘This section 
of the act was amended to deny compensation 
during vacation to employees who receive vacation 
pay but to prohibit the disallowance of compensa- 
tion to unpaid workers merely by reason of the 
fact that a worker or his bargaining representative 
has assented to the employer’s vacation shutdown. 


—Pennsylvania Bureau of Employment Security 
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TABLE 5.—Relationship of maximum 


weekly benefit amount to average weekly wages of covered workers, 


1945 and 1955 
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c aes taeiicice 9 ae ) merc) 
Basic maximum weekly benefit Average | Average | 
Number | weekly -., | Number | weekly | : 
of States wage, oun of States | wage, Ratio # 
1945 | 1954 
oo Se ae ee - = | = | | = 
Be or eee nhs «athe pee eee 10 | $36. 55 | DMGMPRE ED otis SUL EEG 40 So ees Perea 
EES EET APS “| “Seer. Weaa........ L......... ree 
ele i Sd bit a eiedin, SA ent, Sie Raa 19 45.75 | | ee 2 eee Ser Ce: Oke Pee 
ES Ge RR cs SN = ene ie ay 9 8 | 48. 47 | 44. 4 6 $66. 52 36. 8 
SE oe en Pees fk ole Risa ain.d SER SS oe > kis PA re ee eke eee 13 JA SL 37.8 
1 RAR eR AR Cay cy wet ee (eee OS, Pape etre cme mee be APE Miah, 5 18 75. 50 39.7 
|| ee ee Me A ens see eee mee (ee Do Pare 14 77. 30 45.3 
| | 
1 Represents average ratio of maximum weekly benefit amount to average weekly wages of covered workers for group of States 


indicated. 


of forms, usually related to the formula for weekly 
benefits. The amount of the minimum qualifying 
earnings is usually related to the minimum weekly 
benefit and minimum annual benefits, varying with 
uniform and variable duration. 

With the revision of formulas for determining the 
weekly benefit amount, eligibility formulas have 
changed. The high-quarter formulas most frequently 
require a specified multiple of individual claimants’ 
weekly benefit amount. The number of States using 
this formula reached a peak of 27 in 1945; 24 States 
use it in 1955. Some States, however, require only 
minimum amounts of base-period earnings, depending 
on the other parts of the benefit formula for higher 
qualifying requirements for weekly benefits above the 
minimum and for potential duration, in States with 
variable duration. The number of States using a flat 
qualifying requirement reached a peak of 24 in 1941, 
and dropped to 14 in 1955. In June 1955, 6 States 
required a minimum number of weeks of base-period 
employment and 6 States required base-period earn- 
ings equal to a specified multiple of high-quarter 
earnings, usually 1% times such earnings. 

Regardless of the earnings formula used, the mini- 
mum qualifying amount has been going up as the 
minimum weekly benefits have increased. Although 
the subsidiary requirements concerning quarterly dis- 
tribution of earnings in many States make it difficult 
to compare these required minimum earnings, the 
following figures give a rough idea of the increase in 
minimum qualifying earnings. In 1940, the amount 
in the median State was under $150; in 1955, $250. 
The range in 1940 was from $90 to $300; in 1955, from 
$90 to $800. 

The greatest increase in qualifying wages has been 
in the amounts necessary for the higher maximum 
weekly benefits and maximum duration. In 1940, no 
State required more than $2,000 and half the States 
required less than $1,000 for maximum annual bene- 
fits; in June 1955, 8 States required base-period wages 
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of $3,000 or more; and 20 other States, wages between 
$2,000 and $3,000. 


Duration of Benefits 


With the early full-time weekly wage formulas, dura- 
tion of benefits varied with weeks of work. The draft 
bills of the Committee on Economic Security and 
the Social Security Board suggested 1 week of benefits 
for each 4 weeks of work within 2 years up to a maxi- 
mum of 12 to 16 weeks in a 1-year period. 

With the smaller figure, extended benefits in the 
ratio of 1 week of benefits to each 20 uncharged weeks 
of work within 5 years were recommended (subject to 
a maximum limitation) and were provided in some 
States. These could not have become fully effective 
for some years after benefits became payable. Mean- 
while the administrative complexities of such long, 
overlapping base periods became apparent and such 
provisions were repealed. During the era of simpli- 
fication, the base period was cut to 1 year in most 
States; the last 2-year base period was eliminated in 
1951. 

In 1937, Ohio provided uniform potential duration 
for all eligible claimants. Over the years a con- 
siderable number of States have adopted such pro- 
visions; in increasing the maximum weeks of benefits 
some States have changed back to variable duration. 

In 1954 and 1955, President Eisenhower recom- 
mended uniform duration of at least 26 weeks. Six 
States have provided such duration and 8 others have 
uniform duration ranging from 16 to 24 weeks. (See 
table 6.) 

With the high-quarter formula, maximum benefits 
payable in a benefit year are calculated, in most 
States, as a fraction of total base-period wages up to 
an amount equal to a specified number of weeks at 
the claimant’s benefit rate. Changes in these frac- 
tions are made during every legislative session and 
the general trend is upward. In 1940, when base 
periods had”generally been reduced to 1 year, no 
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State used a larger fraction than 4 and 6 States used 
¥ or %. In 1955, 3 States figured duration as % or 4 
of base-period wages; no State allowed less than \. 
The States which base weekly benefits on average- 
weekly-wage formulas determine duration in terms of 
weeks of employment. In 1937, Wisconsin allowed 1 
week of benefits for each 4 weeks of work. Now 3 
such formulas allow benefits equal to % to % the 
weeks of employment and one provides uniform 
potential duration of 26 weeks. Similarly the propor- 
tion of annual wages allowed to workers as maximum 
annual benefits in the annual wage schedules has been 
increased over the years, whether or not these States 
provide uniform potential duration of benefits. 


Maximum Weeks of Benefits 


Regardless of the formulas for determining duration, 
the laws specify a maximum number of weeks of 
benefits for total unemployment. Along with in- 
creases in weekly benefits, the maximum number of 
weeks of benefits payable under State laws has 
increased between 1937 and 1955. Maximum dura- 
tion in the modal State has moved up from 16 weeks 
in 1937 to 20 in 1945 and to 26 in 1955. See page 39 
for the States which have pioneered in improving 
maximum duration. 

In 1937, 29 States provided for maximum duration 
of 16 weeks of total unemployment benefits; in only 
5 States was the duration as much as 20 weeks. By 
June 1955, however, only 3 States provided maximum 


duration of 16 weeks and 27 States provided maxi- 
mums of 26 weeks or over. In 1937, moreover, only 
1 State provided uniform duration for all eligible 
claimants; by June 1955, this number had increased 
to 14. Some details of these changes are shown in 
table 6. 

The average potential duration for which claimants 
qualify has increased, largely as the result of these 
statutory changes. In 1946, the earliest year for 
which pertinent data are available, the average poten- 
tial duration of all claimants was 19.8 weeks; in 1954, 
it had risen to 22.4 weeks. The actual duration of 
claimants’ benefits and the proportion of claimants 
exhausting their benefit rights increase and decrease 
with general economic conditions and the oppor- 
tunities for reemployment. 

As a result of the changes in maximum duration and 
maximum weekly benefits, the maximum amounts 
payable in a benefit year have increased notably. In 
October 1940, maximum annual benefits ranged from 
$180 to $468. In 25 States the maximum was $240 
and in only 14 States more than $240. By December 
1945 the range had increased to $210-$650. The 
most common maximum basic benefit was $400 in 11 
States; 13 States allowed a higher amount. By June 
1955 the range was $384 to $1,170. The latter figure 
applies only to intrastate claimants in Alaska. 
The median amount was $728, but the largest num- 
ber of States (11) provided $780; 13 States had maxi- 
mum basic benefits of more than $800. 
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A Chart 7. 
TREND IN AVERAGE WEEKLY BENEFIT AND AVERAGE WEEKLY WAGES 
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Wyoming’s Dependents’ Allowances 


FTER 5 years’ experience with dependents’ allow- 

ances, the Wyoming agency believes that such al- 
lowances are rightfully part of the unemployment 
insurance plan and that they can be administered 
adequately without prying into family affairs. 

The Wyoming Legislature provided the program in 
1949. Since then $531,084 have been paid 13,042 
workers eligible for unemployment insurance who had 
one or two dependent children, adopted children, or 
step-children. Twenty-seven of every one hundred 
claimants drew dependents’ allowances. The increase 
in the weekly payment for those with dependents 
averaged $5, the duration of this increase averaged 8 
weeks, and increased costs to the fund total 6 percent. 

Not having pioneered in the field, Wyoming profited 
by the experience of other States. Administration of 
the program was greatly simplified by special provi- 
sions in the law and regulations and by definitive 
legal opinions. Entitlement is fixed for the duration 
of the benefit year when initial determination is made. 
Controversy over which parent is entitled is avoided 
by paying the parent having custody of the children. 
Moral and needs questions which arise when parents 
are separated are answered by these opinions: Where 
a court order exists for support of a dependent child 
or children in custody of the mother, it is not an agency 
duty to determine whether the support payments are 
adequate. Both the father and the mother have the 
duty of supporting children. If the father is not com- 
plying with a court order requiring support and the 
claimant (mother) is supporting, she may claim de- 
pendents’ allowances. If the father is not complying 
with a court order requiring support, he may not 
claim allowances for a child. 


—Wyoming Employment Security Commission 








Exhaustions of Benefit Rights 


The number of claimants exhausting their benefit 
rights is an important indicator of the effectiveness of 
the unemployment insurance program for it provides 
information on the number of workers who remain 
unemployed beyond the period of protection pro- 
vided by the duration provisions of State laws. 
During 1946, almost 2 million individuals (about 39 
percent of all beneficiaries) exhausted their benefit 
rights as the Nation was engaged in reconverting 
industry to a peacetime basis. 

The volume of benefit exhaustions dropped sharply 
as the reconversion process was completed; it totaled 
about 1 million in 1948, but rising unemployment 
again resulted in over 1.9 million exhaustions in 1949 
and 1.8 million in 1950. (See chart 7.) 

Improvement in business conditions and the Korean 
conflict provided more job opportunities in 1951 so 
that exhaustions declined in that year. Increased 
unemployment beginning in late 1953, however, 
resulted in a rise to 1.8 million in 1954 in the number 
of beneficiaries drawing all the benefits to which they 
were entitled, or more than 1 of every 4 individuals 
receiving benefits. 


Waiting Period 


The recommendations of the Committee on 
Economic Security on the uncompensated waiting 
period which would be required with the estimated 
income and recommended benefits have proved 
unduly conservative. Over the years, waiting period 
requirements have been very greatly decreased from 
the 2 or 3 weeks within 13 weeks preceding a period 
of unemployment, with which most States started. 

The waiting period gave the State agency time in 
which to determine benefit rights. It also conserved 
the benefit funds by reducing or eliminating payments 
for short periods of unemployment. States soon 
found that the long waiting periods were a hardship 


TABLE 6.—Distribution of States by maximum potential weeks of benefits for total unemployment, 


classified by variable and uniform duration, selected dates, 1937-55 
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1 Most of the States had base periods longer than 1 year. 


2 One of these States provided for uniform duration of 16 weeks. 
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for claimants, who needed the weekly payment as soon 
as possible after their wages stopped. The agencies 
have found also that it is administratively feasible to 
determine benefit rights in a shorter time, and that 
overall benefit costs are a much smaller proportion of 
taxable wages than was anticipated. 

As a result, the 2- and 3-week waiting periods in 
the 1937 laws have been steadily reduced. The 1955 
amendments saw the deletion of the last requirement 
of an additional waiting period for subsequent periods 
of unemployment in a benefit year. Now the waiting 
period is only 1 week of total unemployment in a 
benefit year in 45 States. Four States require no un- 
compensated waiting period at all, and in 2 States a 
1-week waiting period may become compensable 
under certain circumstances. 


Benefits for 
Partial Unemployment 


The weekly amount and duration of benefits dis- 
cussed thus far relate to payments for weeks of total 
unemployment. As early as December 1, 1937, 44 
State laws provided benefits also for weeks of partial 
unemployment; since December 31, 1945, all States 
except Montana have paid such benefits, and Montana 
pays benefits for total unemployment to many workers 
who would be paid partial benefits in most States, 
that is, to those working not more than one 8-hour day 
or earning not more than $15 in a week. 

Benefits for partial unemployment are usually pay- 
able for weeks in which a claimant has had less than 
full-time work and his earnings are less than his week- 
ly benefit if he were totally unemployed. The benefit 
for partial unemployment generally is the benefit for 
total unemployment, less the earnings in a week of 
partial unemployment, customarily disregarding small 
weekly earnings—$3 or more in most States. 

Benefits for partial unemployment generally are 
only a small proportion of total benefit payments. 
In 1954, for example, partial benefits accounted for 
about 4 percent of all benefit expenditures. 


Benefits for 
Multistate Workers 


Cooperative efforts have been made by the State 
employment security agencies to adapt the State 
system of unemployment insurance to meet the special 
needs of workers who have had base-period employ- 
ment in two or more States or who are not physically 
present to file a claim in a State where they have 
qualifying wage credits. 

As early as 1938, 45 State agencies had entered into 
mutual agreements which made it possible for a 
claimant to file a claim in a State where he had no, or 
insufficient, base-period credits, against another State 
in which he had qualifying credits. In 1955 all 
States were cooperating in this Interstate Benefit 
Payment Plan. Between 1946 and 1954, initial 
claims filed under this plan usually were about 4 or 


August 1955 


States Leading the Upward Trend in 
Weeks of Benefits’ 


The first uniform duration: 


16 weeks, OHIO, original law, effective January 1, 
1939. 


The first maximums above 16 weeks: 


17 weeks, IDAHO, effective April 1, 1939. 
18 weeks, NEVADA, effective April 1, 1939. 


The first 20 weeks maximum duration: 
ALABAMA, effective September 30, 1939. 


The first 20 weeks uniform duration: 


HAWAII, effective May 20, 1941. 
UTAH, effective July 1, 1941. 


The first maximum duration above 20 weeks: 


23 weeks, MARYLAND, effective April 30, 1943. 
23% weeks, CALIFORNIA, effective August 9, 1943. 


The first 26 weeks maximum duration: 


MARYLAND, effective April 1, 1945. 
ILLINOIS, effective July 1, 1945. 

NEW JERSEY, effective July 1, 1945. 
WASHINGTON, effective July 1, 1945. 


The first 26 weeks uniform duration: 
NEW YORK, effective June 4, 1945. 


The first maximum above 26 weeks: 
26'4 weeks, WISCONSIN, effective May 22, 1949. 


The first 30 week uniform duration: 
PENNSYLVANIA, effective May 1, 1955. 


1 This table ignores the early provisions for extended bene- 
fits which were repealed before any claimant could qualify for 
maximum duration, in most States before any benefits were 
payable. 


5 percent of all initial claims. In 1946, however, a 
year of heavy postwar migration, interstate claims 
reached a peak of 7.6 percent and in 1954 they were 
5.6 percent of all initial claims. 

Through the cooperative efforts of the Bureau and 
the State agencies, arrangements have been made 


- whereby claimants with base-period credits in two or 


more States can, under specified circumstances, com- 
bine these credits and have their benefit rights de- 
termined under a single State law. The first of these 
plans, formulated in 1945, provides that claimants 
with insufficient base-period wage credits in each of 
two or more States can combine these credits. By 
1955 all but four States were cooperating with this 
plan. 

State agencies currently are considering an exten- 
sion to this plan which would permit a claimant, 
under specified conditions, to combine base-period 
credits earned in one State, in which he qualifies for 
less than the maximum annual benefits, with those 
earned in one or more other States in which he can not 
qualify for any benefits. 
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Louisiana Pays First Benefit Among 
States Beginning Payments in 1938 


LOUISIANA paid its first unemployment benefit 

check in the amount of $14.20 on January 8, 1938. 
This was the first unemployment compensation check 
in the 22 States which started payments in January 
1938. The payment was to J. D. Shelton, a painter, 
who had been unemployed since December 10. 

The check was for partial unemployment for which 
no waiting period was required. Mr. Shelton had 
worked half a day during the first week of January 
and earned $1. Under the formula for partial bene- 
fits, % of his earnings (to the nearest 20 cents) were 
deducted from his $15 weekly benefit. No checks for 
total unemployment could be issued until the claimant 
had served a 4-week waiting period. 

The Morninc ApvocateE of Baton Rouge on Jan- 
uary 9, 1938, carried a picture of B. W. Cason, Com- 
missioner of Labor, presenting the check to Mr. 
Shelton with his wife and five children looking on. 
The paper said: 

The first man in Louisiana to receive an unemployment 
compensation benefit check, father of five children, spent it 
right away—for groceries and rent. 

“TI went out and bought my groceries and then I put part of 
it on rent and other debts,’ Mr. Shelton said last night. 
“This money will help to tide me over until I get a job.” 

Mr. Shelton was employed for 38 weeks during 1937 
at an average of $30 a week. He paid $5.70 in unemploy- 
ment taxes and his employer paid $11.40. If he is totally 
unemployed he will receive half his salary ($15) a week for 
9 weeks (1 week for each 4 weeks he was employed). 


First South Bend, Ind. Claimant 
Files Second Claim After 16 Years 


GIXTEEN YEARS and 232,000 claims after his 

first visit, Thomas Fretz was back in the South 
Bend office of the Indiana Employment Security Divi- 
sion to file his second claim for unemployment 
compensation in March 1954, the South Bend 
TRIBUNE reported. 

Fretz was the first to file a claim when the office was 
opened April 4, 1938. Although he had been in the 
office a few times since 1938 to seek a job, Fretz 
until 1954 was not without work long enough to ask 
for jobless benefits again. 

A tool and die maker by trade, Fretz was employed 
by Adams Engineering Tool & Die Co., when the 
benefit payment provisions in the State went into 
effect, Friday, April 1, 1938. The law stated that 
to be eligible a worker must have earned at least $10 
after March 31, 1938. Working Friday and Saturday 
of that week, he earned the required $10. 


“First Payments” 


After being on the inactive list 4 weeks, Fretz got 
another job with the Bersell Tool & Die Company and 
he worked there and at several machine shops in the 
city until he was laid off from his most recent job 
with United Tool Craft, Inc. 

Fretz’ benefits in 1938 amounted to $15 a week 
compared with $27 in 1954. Then, he would have 
been eligible to receive them for only 15 weeks in a 
year compared with 20 weeks in 1954. “But the 
$15 was worth more in 1938 than the $27 is now,” 
Fretz said. ‘Back in 1938 I was making $1.75 an 
hour. The starting pay for tool and die makers now 
is close to $3 an hour.” 


First Claim in Illinois 
at Midnight 


HEN Illinois started to pay benefits July 1, 1939 

(one of the last two States), the Edwardsville local 
office made up for lost time by keeping the office open 
during the early morning hours of July 1. Louis G. 
Rupp, manager of the office, took a claim from 
William J. Wilson at 12:01 a. m. Mr. Wilson, a 
father of four, had been unemployed since December 
1938. His claim was sent to the Chicago office for 
determination. 


First UCFE Payment in 
District of Columbia 


HE first UCFE check in the District of Columbia 

was paid to Miss Ruth Alexander, who was 
“riffed” from her job as a cataloguer in the Li- 
brary of Congress June 30, 1954. ‘‘As a librarian,” 
said Miss Alexander, “I thought maybe I was first 
because my name began with ‘A’ but I noticed that 
claims are filed by Social Security account numbers, 
not alphabetically. Of course, one reason why my 
claim could be paid promptly was that the Library 
responded promptly to the District Unemployment 
Compensation Board’s request for information on my 
employment and wages.” 

Miss Alexander had worked in various Government 
libraries since 1943 but because she was unemployed 
the last 6 months of 1954, she had only 3 calendar 
quarters of base-period wage credits and was not 
eligible for 26-weeks maximum duration. 

‘Tl was almost at the end of my savings when the first 
check came in the mail January 28,” she said. “‘It did 
much to relieve the strain and restore my self-respect. 
Thirty dollars a week took care of my daily expenses 
and gave me composure to keep on hunting a job. 
I am still hoping that something will develop through 
the Civil Service, or the Employment Service, or 
library organizations.” 
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VAT. Trends in 
Disqualifications, 1935-35 


HILE coverage has been increased and weekly 

benefits and duration have been improved, the 

conditions for the receipt of benefits have been 
made more restrictive in most jurisdictions. This is 
particularly true with respect to disqualifications 
which deny benefits to unemployed workers for 
reasons other than the lack of wage credits. 

Each State law contains a set of disqualification 
provisions which differ in their content and phrase- 
ology. As a minimum, all State laws deny benefits 
to claimants who (a) are unavailable for work or 
unable to work; (+) are involved in a labor dispute; 
or (c) have caused their own unemployment by some 
disqualifying act, such as a quit or refusal of work 
without good cause, or being discharged for mis- 
conduct. These latter are frequently called the “‘three 
major causes of disqualification.” 

If claimants are denied benefits as unavailable for 
work, the denial applies only so long as their circum- 
stances remain the same. This is in contrast to the 
disqualifications for the three major causes for which 
benefits are denied for a specified period. Claimants 
are disqualified also in some States for weeks when 
they are in receipt of “other remuneration,”’ such as 
old-age insurance, an employer’s pension, vacation 
pay, or separation allowances. 

Early laws, drawing on foreign practice and Bureau 
draft bills, included disqualifications stated in rather 
general terms, leaving claims examiners a wide dis- 
cretion in deciding what a claimant must do to be 
‘“‘available” and what reasons constitute “‘good cause”’ 
for quitting or refusing work. Up to about 1940, 
there was so much unemployment and so many job 
seekers for each job that these provisions seemed 
sufficient safeguards to prevent payments to indi- 
viduals who might prefer benefits to going to work. 


Effect of Full Employment 
on Disqualifications 


Subsequent developments changed this attitude and 
raised many controversial questions. World War II 


dried up mass unemployment; many State agencies 
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operated under conditions of labor shortages at a time 
when it was important to fill defense jobs. Under 
these circumstances, workers were sometimes required 
to get releases before they could leave important jobs, 
and people who were unemployed were often sus- 
pected of being unwilling to work. Phrases like 
*“‘rocking-chair money” appeared in the press and 
on the radio. 

During this period of adjustment from depression- 
born policies to conditions of war-time full employ- 
ment, various objections were raised concerning the 
discretion left to claims examiners in deciding whether 
claimants were available for work or had good cause 
for a quit or refusal of work. The examiners them- 
selves often wanted further guidance. State agencies 
were concerned at the apparent lack of uniformity in 
the decisions. Employers and the public generally 
become aware of individual cases in which benefits 
seemed to have been too easily allowed. Some of 
these cases occurred under the Servicemen’s Read- 
justment Act, and started the jibes about the ‘*52—20 
club.”’ Full employment prepared the public for a 
general tightening of disqualification provisions. 


Influence of Experience Rating 


The adoption of experience rating, which became 
widespread in the 1940’s, was also an influence in this 
period. Under experience rating (explained on p. 26) 
an employer’s tax rate is increased or decreased 
according to his experience with unemployment. In 
most States an employer’s tax rate depends on the 
benefits paid to his former workers. The financial 
relationship between an employer’s tax rate and the 
payment of specific benefits seems to imply employer 
responsibility for the unemployment being com- 
pensated, and, consequently, leads to the belief, on 
the part of some employers, that unemployment 
should not be compensated if it involves no fault on 
the employer’s part. 

For example, in 1944 a State Supreme Court deci- 
sion held that the unemployment insurance program 
was intended to compensate only unemployment 
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“resulting from a failure of industry to provide stable 
employment.” After explaining the purpose and 
effect of the experience-rating provision in the State 
unemployment insurance statute, the judge said: 
“The primary purpose of this provision would be 
greatly impaired, if not completely defeated, if benefits 
were paid to persons who became unemployed not 
because the employer could no longer provide them 
with work but solely because of some change in their 
personal circumstances.” 

Experience-rating provisions give employer organi- 
zations a reason to press for more statutory disqualifi- 
cation provisions, for long periods of denial of benefits, 
and for cancellation of benefit rights. Some States 
have approached this problem by developing ‘‘non- 
charging provisions.”” A few State laws provide that 
when a worker becomes unemployed for some good 
personal cause, he shall be eligible for benefits if he is 
available for work, but these benefits paid shall not 
be charged against the experience-rating record of his 
employer. Such provisions tend to reduce the pres- 
sure for imposing disqualifications. 

Certain other laws provide that no charges shall be 
made against an employer’s experience-rating record 
on account of any worker who was separated from 
that employer for a reason which resulted or could 
have resulted in a disqualification. Such a worker 
might receive benefits because he got another job from 
which he was subsequently laid off for lack of work, 





or he might have been disqualified, served the dis- 
qualification period, and become eligible. ‘This latter 
type of noncharging provision, which occurs more 
frequently than the former, has been urged on the 
ground that it reduces the employer’s interest in 
advocating the denial of benefits for long periods or 
the cancellation of wage credits. 


Changes in 
Disqualification Provisions 


Since 1940, there has been a general tendency to 
make disqualification provisions more explicit, to 
apply them to more circumstances and to more 
people, and to increase the consequences of disquali- 
fications to the workers. The voluntary quit dis- 
qualification has been most often affected by these 
changes, but the availability requirement and the 
disqualifications for refusing suitable work and for 
discharge for misconduct have been amended also. 
The kind and degree of change has varied widely from 
State to State, and the desirability of these changes is 
still a controversial issue. 


Changes in Availability Provisions 


Before World War II, claimants could meet the 
statutory requirement that they be ‘“‘available for 
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From temporary quarters (if 11 years can be termed temporary) on the bank of the - sesager 4 flooding Kentucky River at Frank- 


fort, the State Department of Economic Security moved in 1951 to this $7 million edi 


ce just back of the State Capitol 


Building. The DES, which includes Ul, ES, Public Assistance, Dependent Children Services, and the Employee Security Division 
(OAS), shares its building with numerous other State departments. 
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work”’ by satisfying the appropriate local office that 
they were genuinely in the labor market. They could 
be directed to do anything which was reasonably 
calculated. to obtain employment, such as registering 
for work with their union as well as with the Employ- 
ment Service, but such actions, like their whole work 
history, were merely evidence that they were ready, 
willing, and able to take a job. 

In practically every State the availability require- 
ment has been made more specific. By 1955, 25 State 
statutes required that claimants must be ‘“‘actively 
seeking work.” Many other laws have been inter- 
preted to require the same thing. While this phrase 
has been interpreted in different ways, it means at 
least that certain claimants must apply directly to 
employers of their choice, in addition to registering 
with the Employment Service. Some States require 
that, in order to prove their availability, claimants 
must not only accept any formal referral of the 
employment service but must also make a specified 
number of applications per week to employers, 
regardless of their prospects for obtaining work 
through such efforts. 

The “able-and-available” provision has also been 
extended by amendments which deny benefits to 
pregnant women for a specific number of weeks before 
and after childbirth, regardless of their individual 
ability to work. A few States have provisions that 
women whose unemployment is due to their ‘‘marital 
obligations” shall also be deemed to be unavailable 
for work. Many such claimants would probably 
have been denied benefits under the general avail- 
ability requirement, but these special statutory provi- 
sions remove the claims examiners’ discretion to allow 
them benefits, even if they are, in fact, able and 
anxious to work. 

Unemployed workers sometimes move into other 
States to find better living or working conditions. 
State agencies have arranged to allow such indi- 
viduals to file “interstate claims” for unemployment 
insurance in the State of their new residence, to be 
transmitted to the State in which they earned their 
wage credits. In all suéh cases, claimants cannot 
qualify for benefits unless they are available for work 
in the locality of their current residence, under the 
law of the paying State. Under a few State laws, 
however, such claimants may be disqualified if they 
refuse to return to the State where they earned wage 
credits to take a job there. 


Expansion of Denials 
for Voluntary Quit 


The voluntary quit disqualification has been ex- 
panded so that in some States it amounts to a new and 
more sweeping disqualification. Early laws allowed 
benefits to a worker who quit for a ‘“‘good cause,” 
provided that he was available for work. 

In contrast, by 1955, 21 State laws disqualify such 
a claimant unless his reason for leaving work was not 
only “‘good”’ but also “attributable to the employer” 
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A member of the Social Security Board told the 
Chamber of Commerce of the United States, 
January 1944: 


ALL unemployment compensation laws dis- 
qualify for various acts, such as voluntary leaving, 
refusal of suitable work, misconduct, going on 
strike, etc. Such disqualifications are essential 
if payments are to be made only for involuntary 
unemployment. But it is clear, too, that if 
otherwise eligible workers are disqualified for 
extended periods, or worse still, if benefit rights 
are canceled entirely so that a worker who 
leaves a job voluntarily or refuses another job, 
regardless of his reasons for doing so, can never 
get benefits on the basis of past employment, 
then workers are being deprived of protection 
just as effectively as if benefits were slashed, or 
duration reduced, or conditions of eligibility 
made more stringent. 


—GEOoRGE E. BIGGE 











or “connected with the work,” or “‘involving fault on 
the part of the employer.” Under some of these 
laws, a claimant may be disqualified if he is obliged 
to leave a particular job because of some physical 
disability which is not caused by his work, even though 
he is available for work and able to do other work. 
Of course, some people who leave work for personal 
causes, such as illness of a member of the family, are 
not immediately available for work and would not 
be entitled to benefits under any State law while the 
unavailability continues. A denial of benefits during 
the claimant’s unavailability seems more appropriate 
than a disqualification based on the grounds that the 
employer did not cause the unemployment. A dis- 
qualification would extend the denial for a specified 
period after the claimant returns to the labor market. 
Voluntary quit disqualifications have also been 
extended by special statutory provisions which dis- 
qualify claimants who quit work to marry or to fulfill 
family obligations or whose unemployment is due to 
pregnancy. Such provisions differ from the provi- 


sions on availability noted above in that under these 


disqualifications the claimant is denied benefits for a 
specific period (or for the duration of the unemploy- 
ment) instead of being presumed to be unavailable 
for the weeks concerned. 

Early disqualifications were applied only for quits 
or discharges involving the claimant’s most recent 
employer. Now, however, in a number of States 
benefits are denied to available claimants who have 
currently been laid off for lack of work because they 
quit work with some previous employer. For in- 
stance, in one State a claimant was disqualified for 
leaving a part-time job in order to take a full-time job. 
She was not unemployed between the two jobs but 
claimed benefits after she had been separated from 
the full-time job for lack of work. 
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Accepting claims January 3, 1938. 
clerks—how did we ever accomplish the job?” says the Massachusetts agency. 


Changes in the 
Disqualification Imposed 


Besides applying disqualifications to more situations, 
many States have increased the length of the period 
for which benefits are denied after a disqualification. 
Early laws tended to limit the period of disqualifica- 
tion for voluntary leaving and refusal of suitable work 
to 6 weeks or less. If a claimant was unable to find 
a job within that period, his subsequent unemploy- 
ment was considered to be due to the lack of suitable 
work and not to his own action. In contrast, in 1955, 
only 14 statutes prescribe so short a disqualification 
period for quits or refusals. The other laws provide 
a longer period for at least one of these disqualifica- 
tions, ranging up to the maximum duration of benefits 
(20 to 24 weeks) in 3 States. 

The early laws on discharge for misconduct usually 
provided a disqualification for a variable number of 
weeks ‘“‘according to the seriousness of the miscon- 
duct.”” The range was from 1 to 5 weeks to 1 to 10 
weeks in addition to the week of the act but most 
frequently, 1 to 9 weeks. Variable duration of dis- 
qualification is still the prevailing pattern in miscon- 
duct cases, but the periods have been lengthened and 
10 States have changed to disqualification for the 
duration of the unemployment. 

In addition, 16 States have added more severe dis- 
qualifications for what may be called “aggravated 
misconduct,” for example, for dishonest or criminal 
acts. These disqualifications usually involve a com- 
plete denial of benefits through disqualification for the 
duration of the unemployment or cancellation of all 
wage credits. 

Twenty-one laws deny benefits for the duration of 
the claimant’s unemployment for one or more of the 
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‘Temporary quarters, temporary equipment, temporary 


three major causes. Disqualifications for the duration 
of the unemployment may have a very serious effect 
on claimants, depending on the current opportunities 
for reemployment, but are, of course, more serious in 
recessions than in periods of high employment. In 
some cases disqualification for the duration of the 
unemployment results in as complete a denial of 
benefits as does cancellation of wage credits. 

Statutory provisions for cancellation of wage credits 
and reductions in the claimant’s total maximum bene- 
fits also increased during the last 10 years. Reductions 
in potential benefits for the benefit year are usually 
correlated with the length of the disqualification 
period. Thus, a claimant disqualified for a 10-week 
period may have a deduction from his maximum bene- 
fits equal to 10 times his weekly benefit amount. 

Twenty-two statutes provide for a mandatory reduc- 
tion, and 3 for optional reduction in the claimant’s 
maximum benefits for at least one of the three major 
reasons for disqualification; in some cases reductions 
may equal the maximum weeks of benefits. Reduc- 
tions have their most serious effect on claimants who 
are long unemployed or who suffer a second period 
of unemployment during a benefit year. 

Cancellation of benefit rights arose in States with 
an employer-reserve type of experience rating. When 
an employer ‘“‘denied liability’? for benefits in such 
States (and the State agency imposed a disqualifica- 
tion), all the wage credits earned in his employ were 
canceled; if he was the only base-period employer, 
the denial of benefits was complete. Later, a few 
States with pooled-fund experience rating provided 
for the cancellation of the wage credits earned prior 
to certain disqualifying acts. By 1955, 6 States can- 
celed wage credits for either a quit, a work refusal, 
or misconduct. 
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Accepting claims May 1955. Modern well-organized office staffed with trained permanent 
personnel go far in helping to maintain the human dignity of the individual. 


Labor Dispute Disqualifications 


Labor dispute disqualifications differ from other 
disqualifications in that they apply to groups of claim- 
ants. —The number of workers denied benefits because 
of a labor dipute may run from tens to thousands. 
Over the years, the statutory provisions relating to 
labor disputes have been changed less than the other 
disqualifications. 

The labor dispute disqualification is an attempt to 
place the unemployment insurance system in a posi- 
tion of neutrality in labor disputes. The typical pro- 
vision disqualifies workers involved in a labor dispute 
at the place of their employment. It attempts to 
confine the operation of the disqualification to the 
workers actually concerned in the dispute, and to 
protect other workers from loss of benefits due to a 
strike which affects their work indirectly. ‘Escape 
clauses” are generally provided to protect workers in 
the same company who are not taking part in the dis- 
pute, and are not directly interested in it. 

Unlike the disqualifications for the three major 
issues, which apply for a fixed time, most State laws 
establish the period of disqualification for a labor dis- 
pute in relation to the dispute. Under 34 laws, the 
disqualification applies while there is a stoppage of work 
due to the dispute, and under 13, while the dispute is 
in active progress. 

A few State laws—and the number is decreasing— 
have put a maximum limit on the duration of a labor 
dispute disqualification. In 1939, 6 State laws had a 
fixed time limit on the period of disqualification, 
ranging from 3 to 10 weeks. In 1955, only 2 States 
have a specified period—6 or 7 weeks plus the waiting 
period, or (in one of these States) until the contro- 
versy is terminated if that is earlier. In operation, 
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few labor disputes in the States with fixed periods 
have lasted long enough for the workers involved to 
receive benefits. 


Volume of Disqualifications 


The number of disqualifications imposed each year 
is considerable. During each of the 9 postwar years, 
disqualifications have exceeded 1 million, while the 
number of insured claimants (new claims with enough 
wage credits to qualify) has varied from 5 to 9 mil- 
lion. The number of disqualifications tends to in- 
crease or decrease as the volume of unemployment 
increases or decreases, but not in the same proportion. 
As a result (see table 7), the ratio of total disqualifi- 
cations (for all issues except labor disputes) to the 
annual number of ‘claimant contacts” (roughly 
equivalent to initial claims plus weeks of insured un- 
employment) tends to be lowest when unemployment 
is high, and to increase when unemployment is low. 


' Thus, the lowest ratio of 12 disqualifications per 1,000 


claimant contacts occurred in 1949 when those con- 
tacts were at their peak of 109 million. The highest 
ratio of 21 disqualifications per 1,000 claimant con- 
tacts occurred in 1953, when the number of those 
contacts was only 57 million. 

In 1954, the total number of disqualifications 
reached its postwar peak of 1,616,000, but the number 
of claimant contacts was also high, so that the ratio 
of disqualifications to claimant contacts was lower 
than in the 3 previous years. 


Appeals 


Because claimants may be disqualified from receiv- 
ing benefits, provision is needed for an impartial 
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TABLE 7.—Total number of disqualifications and ratio to claimant contacts and new spells of insured unemployment 
by issue—1945—54 


Item 1945 1946 1 
New spells of insured unemployment!.| 5,608 | 8,995 | 8, 
Number of claimant contacts ?. . . ....|36, 241 |76, 293 |60, 


Total disqualifications?...... 


Per 1,000 claimant contacts. . a Sees: 15.9 14.6 
Not able or not available for work 300 590 
Per 1,000 claimant contacts...... 8.3 
Refusals of suitable work........... 88 136 
Per 1,000 claimant contacts...... 2.4 1.8 
Voluntary quits........ ; 134 285 
Per 1,000 spells of insured unem- 
UIE Sos 6 sakes ie Ae > 5 23.8 31.7 
Discharge for misconduct..... . 30 73 
Per 1,000 eed of insured unem- 
ployme nt. ee hea oe 5.3 8.1 





574 | 1,117 | 1, 


[Absolute figures in thousands] 


947 


860 
599 


063 
17.5 


564 
9.3 


113 


1.9 


263 
29.7 
83 


9.4 


1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 
9,981 | 16, 352 11,320 10,046 10,323 |10,543 | 14, 836 
60, 785 |109, 408 79, 827 56, 835 |61, 508 |57, 229 94,760. 
1,022 | 1,313 | 1,284 | 1,097 | 1,171 | 1,207) 1, 616 
16.8 12.0 | 16.1 | 193 | 194] 211 17.1 
492 593 602 488 489 493 633 
8.1 5.4 7.5 8.6 8.0) 8&6 6.7 
96 88 90 91 95| 88 83 
1.6 0.8 1.1 1.6 16} 1.5 9 
293 422 374 313 357 | 393 509 
29.4 25.8 330, 311) 400| 37.2 34.3 
98 143 129 91 113 | 122 203 
9.8 88 11.4 9.0 10.9) 11.6 13.7 


| 
| { | | L | 





rece ived as liable State. 





1 New w intr: cast ate te claims, exce pt t transition: al claims, eligible on mone ete ary determin: ations, plus additional intré astate claims “and in! initie al inte rsti ate cl 1ims 


2 New spells of unemployment, plus intrastate continued claims, and interstate continued claims received as liable State. 
3 Excludes disqualifications based on labor disputes but includes denials for various minor issues as well as the 4 issues shown separately. 


review, at the claimant’s request, of a State agency’s 
actions in denying benefits. The Social Security Act 
requires that, as a condition of certification for ad- 
ministrative grants, a State law must provide for ‘‘an 
opportunity for a fair hearing, before an impartial 
tribunal, for all individuals whose claims for unem- 
ployment compensation are denied.”’ 

State agencies implemented this requirement by 
establishing an administrative appeals system. Under 
the State laws, employers as well as claimants have a 
right of appeal. In almost all States, an individual 
protesting a determination of the State agency may 
appeal first to an appeals authority, usually designated 
as a referee, and then to a higher board of review. 

The objective of the Federal Congress and the State 
legislatures was to provide, through an administrative 
appeals system, all the assurances of a fair hearing 
that citizens of this country expect in our judicial 
system, but to avoid the delays, expense and formali- 
ties involved if claimants and employers had to take 
their appeals directly to the courts. 

The appeals system in the employment security 
program has been more widely used than that in any 
other social security program. From the _ very 
beginning, claimants and employers exercised their 
appeal rights. During the calendar year 1954, the 
lower and higher appeals authorities together disposed 
of cases involving the rights of nearly 245,000 claim- 
ants. Approximately 14 out of every 100 disqualified 
claimants filed appeals. 

Most of the appeals have been taken by claimants 
from denials of benefits under the disqualification 
and “‘available for work’ provisions discussed earlier 
in this chapter. For example, some claimants appeal 
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determinations disqualifying them for refusing, with- 
out good cause, work which the agency believes is 
“suitable,” but which they believe is not suitable 
because it yields less wages than they earned. 

Similarly, some employers appeal when they object 
to a determination that allows benefits; for example, 
they may disagree with the agency’s conclusion that 
a claimant had “good cause’? for leaving work. 
Appeals by employers have been far less numerous 
than those by claimants—recently, only one out of 
eight of the lower authority decisions. 

The administrative appeals process itself is generally 
informal in nature. The referee, in questioning the 
parties, tries to make sure that each one has an oppor- 
tunity to make a complete statement of the facts in his 
case. This procedure is based upon the assumption 
that unemployed individuals should not be compelled 
to hire an attorney or other representative to obtain 
what may be due them as a matter of right. 

The unemployment insurance benefit appeals system 
has worked well. Over 2 million administrative 
appeal decisions have been issued since the program 
began, and relatively few of these decisions have been 
taken to the courts. 

State agencies have used their appeal decisions in 
developing principles of interpretation governing 
entitlement to benefits, and in preparing precedent 
manuals, which furnish guidance to their claims 
examiners in making determinations in similar cases. 
They have been assisted in this effort by the BENEFIT 
SERIES, published by the Bureau of Employment 
Security since 1937, which has made available to all 
referees and boards some of the significant decisions 
of all the States. 


Employment Security Review 


ey 


ea 


i 
| 








IX. Trends in 


Administration. 19.35=35 


HE changes over the years in coverage, in benefits, 
‘ke benefit financing, and in the needs which the 
unemployment insurance program has _ been 
called upon to meet, which have been described in 
earlier chapters, have influenced methods of adminis- 
tration and levels of administrative costs. Since the 
early days of the program, there have been material 
changes in every administrative function—proce- 
dures, machines, and administrative organization. 
The Federal and State governments have worked 
together to improve and simplify the administration 
of the program. The primary responsibility for 
administration, however, rests with the States. In 
STATE GOVERNMENT for October 1935, Joseph P. 
Harris, former Assistant Director of the Committee on 
Economic Security, commented: ‘The Federal Social 
Security Act, unlike much recent legislation, increases 
rather than reduces the scope and activity of the States. 


The initiative is left to the States and the actual 
administration is to be a State function but financial 
aid, encouragement, and technical assistance are 
provided by the Federal Government.” 


State Organization 


Because of the basic similarities in the State laws, 
the administration of unemployment insurance follows 
similar patterns in all the 51 jurisdictions included in 
the Federal-State system. They all must determine 
liability of employers for taxes, collect payroll taxes, 
take claims, procure information from claimants’ past 
employers, adjudicate claims, pay benefits, and deter- 
mine individual employers’ tax rates under experience 
rating. 

A variety of Boards, Commissions, Administrators, 
and Directors have been established under State laws 
to carry out these functions. But in all States, adminis- 








The Affirmative Responsibility of Administration 


RTHUR J. ALTMEYER, chairman of the 

Social Security Board, told the Ninth Annual 
Meeting of the Interstate Conference of Employ- 
ment Security Administrators, October 23, 1945: 


Good administration encompasses more than the 
kind of organization and the kind of procedures that 
are established. The spirit and understanding of those 
who make up the organization and carry out the pro- 
cedures also count. Some people have looked on 
unemployment insurance adminstrators as mere book- 
keepers or bankers. Others would recognize that in 
addition to such responsibilities the agency has a 
judicial function. Many people fail to realize, how- 
ever, that an unemployment insurance agency is in 
reality a social agency specially designed to carry out 
the public purpose embodied in the law. 

The social purpose of unemployment insurance 


legislation is expressed in the declaration of public 
policy contained in the State laws in such words as 
these: 


Economic insecurity due to unemployment is a_ serious 
menace to the health, morals, and welfare of the people of 
this State. Involuntary unemployment is therefore a subject 
of general interest and concern which requires appropriate 
action by the legislature to prevent its spread and to lighten 
its burden which now so often falls with crushing force upon 
the unemployed worker and his family. The achievement of 
social security requires protection against this greatest hazard 
of our economic life. This can be provided by encouraging 
employers to provide more stable employment and by the 
systematic accumulation of funds during periods of employ- 
ment to provide benefits for periods of unemployment, thus 
maintaining purchasing power and limiting the serious social 
consequences of poor relief assistance. 








August 1955 


47 





a 





Massachusetts central office processing, January = Much of the processing at that time was 
manual. 


tration of the entire program, including both tax and 
benefit operations, has always been centered in a 
single agency. Moreover, under the prevailing pat- 
tern, the public employment service is consolidated 
with the unemployment insurance organization in a 
single agency. 

Because unemployment is a national problem, the 
Federal Government has a vital interest in the admin- 
istration of the unemployment insurance program. 
For this reason the Federal Act provides that the 
Secretary of Labor is responsible for paying to the 
States, from funds appropriated by Congress, amounts 
which he finds necessary for ‘‘the proper and efficient 
administration” of these laws. Only a few adminis- 
trative requirements are specified in the Social 
Security Act. These are designed mainly to safeguard 
the solvency of State funds and to “‘insure full payment 
of unemployment compensation when due.” 


Performance Indicators 


Under the authority granted the Secretary of Labor 
to require reports by the States, information concern- 
ing State operations is reported by the States. Some 
of these data are compiled in the Bureau as comparative 
indicators of State performance, especially in areas of 
administration closely related to the Federal require- 
ment for prompt payment of benefits. For example, 
the elapsed time between the end of the first week for 
which a claimant is entitled to payment and the date 
his payment is issued is a basic indication of the 
effectiveness of State performance. 

On a national basis, the percentage of first payments 
made within 2 weeks has revealed no significant trend 
over the last 10 years, although there have been 
occasional wide variations attributable in part to 
sudden and large changes in the claims loads. In the 
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4 quarters ending March 31, 1955, it has averaged 84 
percent. 


Personnel Standards 


The achievement of program goals and of operating 
efficiency depends in large measure upon the quality 
of agency personnel. Since about three-fourths of 
the total administrative expenses in the States are for 
personal services, any improvement in staff quality 
and performance has a direct result on these costs. 

Notable progress in personnel administration has 
been made in the unemployment insurance program 
during the past 2 decades. Some States operated 
under Statewide civil service at the outset of the pro- 
gram and others, recognizing the importance of well- 
qualified employees for the new program, agreed to 
establish merit systems for the unemployment com- 
pensation agencies. However, the recommendations 
of Federal and State officials concerned with the 
program led to the enactment by Congress of a re- 
quirement, effective in 1940, that the agencies be 
administered under personnel standards on a merit 
basis. ‘The standards promulgated include open com- 
petitive examinations as a basis of selection and 
classification, pay plans based upon equal pay for 
equal work, and tenure based upon job performance. 

Federal-State cooperation in the area of merit sys- 
tem administration has received favorable mention 
from such organizations as the Civil Service Assembly 
and the Council of State Governments. Personnel 
practices in the employment security agencies are 
receiving increasing attention and professional person- 
nel offices have been established in most of the larger 
States. In a number of States the employment secu- 
rity agencies are recognized as leaders in sound career 
practices. 
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Massachusetts central office processing, May 1955. Modern automatic businesss machines are 
used extensively. 


State Budgets 


In the beginning of the program, Federal grants 
were based on State budgets constructed on the tra- 
ditional line-item basis with every position and every 
purchase of desks or chairs specified in the budget. 
It was early recognized that line-item budgets in- 
volved a degree of operating control that was unde- 
sirable in a _ State-Federal program such as 
unemployment insurance. 

After some experience with operating costs, a system 
of budgeting by functions was adopted in 1941. 
Under functional budgeting, the amount budgeted is 
based on the cost of performing a given operation and 
the number of units of workload performed—for 
example, the number of subject employers and the 
cost of maintaining each employer account. 

Although the method of budgeting has been sub- 
stantially changed since that date, the principle of 
functional budgeting has remained fixed. Under the 
first such system, the State’s own past experience was 
used as a measure of future needs. A system of State 
reporting of the time spent per function was instituted 
in 1940. Data accrued from this source were used 
in evaluating budget requests. Later standard times 
per unit of workload were set up for nearly all the 
direct operations in unemployment insurance such 
as claims taking and benefit payments, and today’s 
budgets are constructed on the basis of these estab- 
lished unit costs. 

Administrative costs of unemployment insurance 
operations have risen because of the growth of the 
economy in the last 20 years which resulted in in- 
creases in subject employers and covered workers, 
and hence in the State agencies’ workload. Costs have 
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also been increased by the general inflationary trend 
in the period, as reflected particularly in State salary 
rates. Of course, the total costs have gone up and 
down as the volume of claims has fluctuated. 

The administration of unemployment insurance is 
so closely interrelated with the employment service 
that full segregation of costs is not possible. Esti- 
mated expenditures for unemployment insurance 
alone are shown beginning with fiscal year 1939, the 
first year in which the program was fully operative in 
all States: 











Fiscal year | Millions ! Fiscal year | Millions! 
er ok ak | Tec, Soe $59. 4 
ees 2 ee 67.1 
7? ee ree 81.8 
eee RZD] BOO sicko cuss 109. 9 
ee De: BROS acne cs 87.0 
ee Cal Pe 97.0 
ae eee 22k. ae 110. 7 
A ee 56. 7 1 SEE 129. 2 

| 





1 Includes costs of administering Unemployment Compensation for 
Veterans, but not Servicemen’s Readjustment Allowances. 


The Changing Picture 
in Methods of Administration 


The changing picture in administration includes 
changes in every administrative function. The 
routine operations involved in benefit payments and 
employer accounts have been simplified substantially 
as a result of State experience and continued work by 
the State agencies and the Bureau. On the other 
hand, administration has become more complex and 
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Milestones in UI Administration’ 





1934 


July 1.—Payroll taxes accrue under the Wisconsin Unem- 
ployment Reserves and Compensation Act. 


1935 


August 23.—Social Security Board (bipartisan) is confirmed 
by Senate: John G. Winant, Chairman; Arthur J. Alt- 
meyer, and Vincent M. Miles. 


October.—Since Congress adjourned without appropriating 
funds for implementing Social Security Act, Social 
Security Board begins operations on funds made avail- 
able by Department of Labor. 


October.—Bureau of Unemployment Compensation is es- 
tablished by Social Security Board. R. G. Wagenet 
appointed first Director, November 27, 1935. 


November.—First State unemployment insurance laws are 
approved by Social Security Board: District of Columbia, 
(November 15) and Wisconsin (November 27). 


1936 


January 1.—Federal payroll taxes of 1 percent are appli- 
cable to employers of 8 or more workers, with credit 
offset of 0.9 percent for contributions paid under ap- 
proved State laws. 


February 11.—First appropriation for Federal administra- 
tion of unemployment insurance and for grants to States 
is made by Congress. Grants amounted to $2,250,000 
of which only $937,567 was actually disbursed in fiscal 
year. 


March 5.—First Federal grant for administration of a State 
unemployment insurance law is certified by Social Se- 
curity Board to New Hampshire. 


August 17.—First unemployment benefit under a State law 
is paid in Madison, Wis. 


1937 


January 1.—Federal unemployment tax payable by employ- 
ers is increased to 2 percent; credit offset, to 1.8 percent. 


January 1.—Draft bill of Bureau of Unemployment Com- 
pensation includes recommendations to States for a 
“high-quarter” benefit formula based on receipt of quar- 
terly wage reports from employers and maintenance of a 
wage record file for each covered worker, facilitating 
coordination of employers’ reporting requirements under 
unemployment insurance and old-age insurance. 


February 19.—Arthur J. Altmeyer is designated by President 
as Chairman of Social Security Board; as Commissioner 
for Social Security after July 16, 1946, he continued the 
overall direction of unemployment insurance program 
until transfer of Bureau of Employment Security to De- 
partment of Labor in August 1949. 


March 30.—Social Security Board and Secretary of Labor 
sign an agreement for “coordination and integration of 
the functions of the United States Employment Service in 
the Department of Labor and the Bureau of Unemploy- 
ment Compensation, insofar as these functions affect the 
public employment services in the administration of un- 
employment compensation in the States.” 


(Continued on page 51) 


1 See also Significant Dates in Unemployment Insurance Legislation, p. 10. 
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functions have been added or expanded because of 
changes in State legislation, changing needs, and 
changing concepts of administration. 


Changes in Claims Operations 


There has been increasing emphasis on the im- 
portance of the claims processing operation. In the 
beginning, this operation was considered to be a 
routine clerical operation, using the least trained 
workers in the local office and those of lowest grade. 
Experience has shown that the claims-taking opera- 
tion is the basic operation in paying unemployment 
benefits and that unless it is done properly by trained 
and qualified people, the soundness of the program is 
seriously affected. For these reasons the claims per- 
sonnel have been upgraded in almost every State. 
In addition, much attention has been given to the 
details of the claims-taking operation. 

At the present time, the routine weekly claims 
taking has been supplemented by special interviews. 
The first such interview, the eligibility benefit rights 
interview, is usually held at the end of the first week 
after the waiting period. At that time, the inter- 
viewer informs the claimant of his rights and responsi- 
bilities and goes into detail on the question of his 
eligibility for benefits. 

Thereafter, special ‘“‘periodic reinterviews” are 
given to many claimants, at intervals of 4 or 5 weeks, 
for the purpose of reviewing their eligibility. Under 
this procedure, the weekly claims taking between 
special interviews remains a routine operation, 
although claims takers are trained to distinguish 
special problems that may arise. 

Several States are using a new process which the 
Bureau advocates—that of identifying classes of 
claimants so that those who are clearly eligible do not 
receive the same detailed interviewing as other 
claimants. This clearly eligible group includes claim- 
ants in a mass layoff for a definite short period with a 
known recall date. It may also include claimants 
with a steady work history. 

The claimants to receive more extensive inter- 
viewing are those whose prior work pattern is less 
stable or who fall within special defined groups, such 
as married women, young workers, or newcomers in 
the locality. This identification of claimants by 
group enables the local office to utilize its more 
highly trained personnel more effectively by limiting 
their special interviewing to those groups in which 
the higher percentage of ineligibility occurs. 


Decentralization 


One of the major elements of change over the years 
has been the tendency to decentralize administration. 
The Social Security Board established regional offices 
in 1936. In December 1937, immediately before the 
beginning of benefit payments in January 1938, a 
number of the staff were sent out to work directly with 
the States which were initiating benefit payments. 
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The decentralization of functions to the regional 
offices progressed rapidly from this point so that these 
offices became responsible for most direct contacts 
with the State agencies. 

The same move toward decentralization has been a 
major factor in the changes in State administrative 
functions. —The Bureau has worked with the States 
to effect the decentralization of functions from the 
State to the local offices. 


Nonmonetary Determinations 


Nonmonetary determinations are determinations of 
claimants’ eligibility for benefits as distinguished from 
the arithmetical computation of the amount payable. 
These determinations involve decisions on such 
matters as the reason for leaving work or for refusing 
work, and ability to work or availability for work. 

At the beginning of the program the nonmonetary 
determination function generally was centralized in 
the State office. Policies and principles were in the 
process of development and there was a shortage of 
personnel qualified to perform the function. There 
was need for a highly centralized organization to set 
up policies and to maintain a control so that deter- 
minations would be consistent on a Statewide basis. 

Centralization, however, involved troublesome 
problems. Information from claimants about their 
eligibility could be obtained practically only by the 
local office, and determinations in the central office 
could not be better in quality than the fact-finding in 
the local office. Central office determinations were 
also time-consuming because additional correspond- 
ence was required in many cases to obtain supple- 
mentary information. Sometimes, too, the central 
office, lacking specialized knowledge of the local 
situation, made unreasonable requests for information 
or failed to interpret the facts in the light of the local 
situation. 

The Bureau and the States have worked together 
closely in developing methods and preparing material 
for use in decentralizing this function. Decentrali- 
zation involved the preparation of precedent manuals, 
written instructions, and training in the techniques 
of fact-finding and of decision writing. 

The trend to decentralize the nonmonetary function 
to the local office gained impetus as more basic 
material accrued in the form of policy and precedent 
decisions. At the present time, by far the greater 
number of nonmonetary determinations are made in 
local offices. No State, once having decentralized, 
is now making determinations in the central office. 

An exception to this trend to decentralize exists in 
labor dispute cases which require intensive investiga- 
tion by personnel skilled in the field, to assure that the 
law is applied consistently in decisions on labor dis- 
putes without regard to the place where claims are 
filed. Decisions on eligibility of claimants receiving 
vacation pay and separation allowances because of 
technological change present the same type of problem 
and are frequently centralized. 
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Milestones 
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1937 (continued) 


March 30.—Bureau notifies States of arrangements with 
Bureau of Old-Age Benefits to permit use of social se- 
curity numbers for identification of workers and claim- 
ants in administration of State unemployment insurance, 
as in Federal old-age benefits. 


August 3.—First grant to a State for expansion of its em- 
ployment service is made to West Virginia; 25 States 
receive such grants before end of year. 


October 23.—Interstate Conference of Unemployment Com- 
pensation Agencies is formally organized with adoption 
of a constitution. Later, its name is changed to Inter- 
state Conference of Employment Security Agencies. 


October 23.—Interstate benefit payment procedures are ap- 
proved by Interstate Conference of Unemployment Com- 
pensation Agencies. 


November.—First number of BENEFIT SERIES is issued, re- 
porting Wisconsin decisions. 


1938 


January 1.—Federal unemployment tax payable by em- 
ployers is increased to 3 percent; credit offset, to 2.7 
percent. 


January 1.—Unemployment benefits become payable in 22 
States (in addition to Wisconsin) in a period of increased 
unemployment which tested the new program. 


January 1.—Experience rating first becomes effective in 
Wisconsin, commencing a long-term adjustment of 
income to disbursements under experience-rating pro- 
visions of all State laws. 


1939 


January 1.—Benefits are now payable in 49 States. Em- 
ployment offices have expanded from 229 to 900. 


April.—Bureau initiated experimentally functional time- 
reporting system, later used as basis for workload esti- 
mates and budgetary allocations to States, and as a 
management device for improving operational per- 
formance. 


July 1.—Benefits become payable in last two States, Illinois 
and Montana. 


_ July 1.—United States Employment Service is transferred 


from Department of Labor and combined with Bureau of 
Unemployment Compensation as Bureau of Employment 
Security under Social Security Board. 


July 1.—Benefits become payable under Railroad Unem- 
ployment Insurance Act to workers formerly covered by 
State laws. 


1940 
January 1.—Federal requirement that States establish and 
maintain merit standards for employment security per- 


sonnel as a condition for receipt of Federal grants goes 
into effect. 


January 1.—Experience-rating provisions become effective 
in Indiana, Nebraska, and South Dakota—first States 
after Wisconsin. 


(Continued on page 52) 
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Milestones 
(Continued from page 51) 


1940 (continued) 


July.—Monthly disbursements for unemployment insurance 
reach peak of $55.7 million. 


1942 


January 1.—States transfer all functions of State employ- 
ment services to Social Security Board in accordance 
with President’s request of December 19, 1941, to cen- 
tralize activities a effect fullest utilization of Nation’s 
labor supply. 


April 12.—Governments of United States and Canada sign 
agreement on questions relating to unemployment in- 
surance contributions and benefits. Under this agree- 
ment State employment security agencies and Unem- 
ployment Insurance Commission of Canada make re- 
ciprocal arrangements, in effect extending the Interstate 
Benefit Payment Plan to Canada. 


September 17.—United States Employment Service is trans- 
ferred to War Manpower Commission. Bureau of 
Employment Security (including unemployment insur- 
ance functions only) remains in Social Security Board. 


1943 


December 31.—Claims for unemployment benefits are 
greatly reduced. Wyoming has no claims to pay in 
September. Expenditures for unemployment insurance 
reach all-time monthly low of $3.5 million in October 
and November; annual benefit expenditures fall below 
$100 million for first time since all States began paying 


benefits. 
1944 


September.—All State agencies and Puerto Rico and the 
Virgin Islands begin administering Federal readjustment 
allowances for former members of the Armed Forces who 
are unemployed or whose earnings in self-employment 
are less than $100 a month. Federal direction and 
Federal grants to States for administrative costs are 
responsibility of Veterans Administration. 


December 31.—State benefits reach all-time annual low of 
$62 million. 
1945 


September 19.—War Manpower Commission is terminated 
and United States Employment Service is transferred to 
Department of Labor. 


October.—Rhode Island introduces first cash payment of 
benefits in Providence local office. Four other States 
have since decentralized payment operations (cash dis- 
bursement or check writing) to local offices. 


1946 


July 16.—Social Security Board is abolished; its functions, 
including unemployment insurance, transferred to Social 
Security Administration in Federal Security Agency. 


November 15.—Public employment offices are returned to 
State administration and control. 


December 31.—Benefits exceed $1 billion for first time. 


1947 


July.—Program of Reconversion Unemployment Benefits 
for Seamen (RUBS) is inaugurated. 


(Continued on page 53) 
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Benefit Payments 


Some States have decentralized the benefit payment 
operation also. California pays benefits in cash in its 
larger offices and in its smaller offices pays by a 
special warrant which can be cashed at the local 
bank. (See p.54.) Rhode Island also pays in cash. 
Michigan and Minnesota make payments by checks 
written in the local office. In 1954, the New Jersey 
law was amended to require payments through the 
local offices, beginning July 1, 1955. 

There are, of course, certain advantages in the local 
office payment procedure in terms of promptness and 
of bringing home to the personnel in the local offices 
their responsibility for disbursement of funds. How- 
ever, this trend has not gained momentum, in part 
because there are problems of control and in part 
because some States’ fiscal requirements make the 
procedure cumbersome. 


Changes in Wage Reporting 


From the beginning, all States have collected taxes 
from employers quarterly. 

One of the most significant decisions of the early 
days of the program’ was that to base benefit amounts 
on high-quarter wages and to obtain the needed data 
by quarterly reports of the wages paid each worker, 
in connection with the employers’ reports of their total 
wages and taxes. This decision made it possible for 
employers to make reports in the same manner for 
the purpose of both unemployment and old-age 
benefits. —Tto make employer reporting easier, ar- 
rangements were made for States to use social security 
account numbers in identifying workers and a stand- 
ard industrial classification was developed. 

The wage reports from all employers are accumu- 
lated for each worker and filed by his social security 
account number. When a worker becomes unem- 
ployed, the central office of the State agency has the 
data available for determing whether he meets the 
qualifying requirement and, if he does, the amount 
of his benefits. 

Recently 10 States, including 5 of the larger ones, 
have adopted a method of determining benefits from 
workers’ wage-and-employment records requested 
from employers after the workers file claims. ‘These 
requests are in lieu of quarterly wage reports. Ap- 
proximately 37 percent of the covered workers are 
now under this system. Usually, but not always, the 
base period—the period in which wages must be 
earned to be used in computing amounts to be paid 
the claimant—is the 12-month period ending just 
prior to the date on which he files his first claim. A 
system of this type has been in use in Wisconsin since 
the beginning of the program. 

With a request-reporting system, it is possible to 
decentralize monetary determinations as well as non- 
monetary determinations. In States which use re- 
quest reporting, the requests for employment and 
wage information concerning claimants are sent to 
employers from the local office. The active coopera- 
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tion of employers is required to make this method 
work. It tends to be more expensive to administer, 
except when levels of unemployment are low. 


Improper Benefit Payments 


The basic controls over the allowance of claims 
which were built into the system in the beginning 
have remained substantially unchanged over the years. 
Control is maintained through procurement of infor- 
mation from employers as to dates of employment, 
wages paid, and reason for separation, to limit pay- 
ments to qualified claimants; regular reporting by 
claimants for interviews, to check on their continued 
eligibility; and registration of claimants with the Em- 
ployment Service to assure exposure to any suitable 
job openings. 

From the beginning, it was recognized that some 
persons would seek to obtain benefits through fraud, 
and appropriate criminal penalties were included in 
all State laws. In no State, however, was the prob- 
lem then deemed to require the formation of a special 
investigative unit. 

With the heavy increase in claims following World 
War II for both State unemployment insurance and 
Servicemen’s Readjustment Allowances, complaints 
of abuses of the system were widespread. Accord- 
ingly, the States began setting up special investigative 
units to follow up cases of suspected fraud. Some of 
these operated independently of other divisions, re- 
porting directly to the head of the agency, and some 
were established as an adjunct of the benefits division 
or other operating units. 

Prosecution for fraudulent claiming of benefits has 
been a difficult and time-consuming procedure, and 
has often been hampered by uncooperative prosecut- 
ing authorities, or rendered ineffectual through 
suspended sentences or small fines. Administrative 
penalties as an alternative to, or in addition to, 
prosecution have gradually been adopted by nearly 
all States. These penalties are imposed without court 
action and generally take the form of a disqualification 
to receive benefits for up to a year or more. In some 
cases, these penalties are more severe than any fine 
that the courts could impose. Only 3 States had such 
penalties at the end of 1937, but by 1945, 28 States 
had such provisions; in 1955 they are found in 47 
State laws. 

Prosecution usually has been resorted to only in 
cases of claimants who were employed and concealing 
their earnings, while claiming to be unemployed. 
With the adoption of the administrative penalties, 
however, State agencies have imposed penalties also 
on claimants who were unemployed, but who mis- 
represented their availability for work or their efforts 
to seek work. 

Most known improper payments arise out of unin- 
tentional error on the part of the claimant or the 
agency. With the development of fraud and over- 
payment units in State agencies, improvements in 
methods of detection of improper payments have been 
achieved, and additional impetus has been given to 
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Milestones 
(Continued from page 52) 


1947 (continued) 


July 8.—Michigan follows Wisconsin’s established pattern 
of “request reporting,” eliminating wage record file on 
all covered workers, and obtaining wage data by special 
request to former employers after claims are filed. This 
initiated a trend since followed by 9 other States. 


1948 


July 1.—United States Employment Service is transferred 
by Congress from Department of Labor to Federal Se- 
curity Agency and again combined with unemployment 
insurance functions in Bureau of Employment Security. 
Robert C. Goodwin becomes director of bureau and 
R. G. Wagenet, assistant director, in charge of unem- 
ployment insurance. 


1949 


August 20.—Bureau of Employment Security and responsi- 
bility of Social Security Administration for unemploy- 
ment insurance are transferred from Social Security 
Administration to Department of Labor; Maurice J. 
Tobin, Secretary of Labor. 


October 10.—Congress authorizes first contingency item in 
title III appropriations, to meet costs resulting from un- 
anticipated increases in claims and benefit workloads, 
changes in State laws, and State salary increases. 


November.—First two benefit financing studies are com- 
pleted and published: ‘‘Adequacy of the Louisiana Unem- 
ployment Compensation Fund,” and “Long-Range Cost 
Estimates of Unemployment Insurance in Oklahoma.” 


December 31.—Benefit expenditures reach a new high (over 
$1.7 billion) and number of beneficiaries, an all-time 
high (7.4 million). 


1950 


April 7.—Bureau announces that cost criteria, based on 
extensive studies of State agency operations, will be used 
for State budgetary allocations. The figures used as 
criteria are based on adequate performance of unem- 
ployment insurance functions, 


1951 


January 5.—Bureau releases its recommendations for 
changes in claims-taking procedures, introducing con- 
cepts of benefit rights interview at end of a claimant’s 
first compensable week and of special further interviews 
for many claimants, as their unemployment continues. 


1952 


October.—All State agencies and Puerto Rico and the 
Virgin Islands begin payment of unemployment benefits 
for veterans of the Korean period. Federal responsi- 
bilities are in Bureau of Employment Security, 


1954 


February 16.—Secretary of Labor, James P. Mitchell, writes 
to all State governors, calling attention to President 
Eisenhower’s recommendations in his Economic Report 
for the improvement of unemployment insurance cover- 
age and benefits. 


1955 
June 20.—Commission on Intergovernmental Relations, 
established by the Congress July 10, 1953, makes its 


report to the President, including recommendations on 
employment security. 
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This small office—new and air conditioned—in Belle Glade, 
in the heart of the Everglades, serves five of the largest 
counties of Florida. Their industries include sugar, ramie, 
canning, and vegetable processing. 


methods of prevention. In recent years, increased 
emphasis has been placed also on effecting recovery 
of overpayments, whether erroneous or fraudulent, so 
that most detected overpayments are eventually re- 
covered. The major element in preventing both 
overpayments and underpayments has been the im- 
provement of the claims function and the education of 
workers, employers, and the public to their rights and 
responsibilities. 


Experience-Rating Developments 


An important factor affecting the administration of 
the program has been the provision that employers’ 
tax rates may vary with their experience with unem- 
ployment risk. This provision in the Federal Act has 
been implemented in all State laws although Alaska 
has eliminated experience rating in a 1955 amend- 
ment. In most States, the laws provide for allocating 
the responsibility for unemployment to a given em- 
ployer or group of employers in order to vary rates on 
the basis of unemployment risk. 

Under experience-rating provisions of State laws, 
a record must be kept for each employer showing his 
experience with unemployment and a yearly tax com- 
putation must be made. As State laws are amended 
or court decisions interpret the laws, many factors 
must be taken into consideration in recording ex- 
perience or in computing rates. For example, some 
unemployment is not charged to any employer’s ac- 
count, some records of experience are transferred from 
one employer to a successor, some employers’ records 
must be split into two or more segments and one or 
more segments transferred to other -mployers. A sub- 
stantial volume of the litigation reaching higher State 
courts concerns experience-rating questions. 

The experience-rating provisions also led to changes 
in the claims operation because employers have a 
direct financial interest in the benefits paid to their 


former workers. A system of notices to employers 
enables them to exercise their rights as ‘‘interested 
parties” to a determination. These notices of claims, 
determinations, and benefit payments are set up as 
integral parts of claims and payment operations. The 
tendency has been to increase the number of these 
notices per claim. 

A new type of determination has also developed. 
These are determinations relating to the employer's 
responsibility for a particular worker’s unemploy- 
ment but not to the worker’s eligibility for benefits. 
Some of these occur because some unemployment, 
although compensable, is not ‘‘charged”’ to any em- 
ployer. Other determinations occur when no claim 
has been filed because the employer wishes to know 
whether the unemployment would be allocated to him 
if the worker should file a claim later. 


California’s ‘‘Complete Cash Pay’’ 
AYMENT ON TIME WHEN DUE. This statement is at 
the same time a policy of administration, a standard 

of performance, and a guide to procedural methods. 
California’s payment procedures have gone through 
a process of evolution, the evolution coming about 
largely through a conscientious application of this 
principle. When the unemployment insurance pro- 
gram started in California, payments were made by 
checks which were written in the central office and 
mailed to claimants. The lag between the date the 
payment was due and the date received by the claim- 
ant was in successive stages decreased by improved 
methods. 

From completely centralized preparation and 
mailing of checks, after the week’s eligibility had been 
verified, California took the first step with the writing 
of checks in local offices—at the same time that the 
week’s eligibility was established. The next move was 
the installation of direct cash payment in the large and 
medium-sized offices. As a system, this direct cash 
pay functioned smoothly, safely, and _ satisfactorily. 
But many smaller offices were deprived of its advan- 
tages because it is more difficult to pay by cash in 
small offices and keep the unit costs of handling the 
cash low. “Bank pay” provided the answer and per- 
mitted the final step to a complete cash pay system— 
localized to the claimant and coincident with the 
determination of his eligibility. This is an arrange- 
ment wherein the local bank, by agreement, acts as 
cashier—using the same nonnegotiable pay order as 
processed by us for cash pay. 

California today finds the complete cash pay system 
good for the claimant, good for business, good for 
administration—and less expensive, too. Of interest 
to every budget-conscious agency is the fact that 
studies show the comparative costs per payment to 
run: Central office check—15 cents; cash pay by local 
office—10 cents; cash pay by bank—7 cents. 


—California Department of Employment 
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X. Five Special Ui Programs 


Involving Federal Responsibility 


NEMPLOYMENT INSURANCE for veterans 
and for Federal civilian employees is the special 
concern of the Federal Government. Veterans’ 
employment for any subject employer is covered 
employment but most veterans, if unemployed when 
they are released from the Armed Forces, have no 
benefit rights under State laws. For this reason two 
Federal programs have been established within the 
past 10 years to provide benefits for veterans who are 
involuntarily unemployed during their transition 
from military service to gainful civilian occupations. 
Seamen employed by shipping companies acting as 
general agents of the War Shipping Administration 


were temporarily covered (1947-50) by a Federal 
program of Reconversion Unemployment Benefits for 
Seamen. Federal civilian workers are covered under 
a permanent program adopted in 1954. 

These four programs differ from the State programs 
in that benefits are paid from Federal funds especially 
appropriated for the purpose and not from taxes on 
wages. 

The Railroad Unemployment Insurance Program is 
also a Federal program, reflecting the interstate 
character of this industry. 


These programs are described briefly below. 


I. Railroad Unemployment and Sickness Benefits 


AILROAD workers were originally covered by 
State unemployment insurance laws. In July 
1939, they were transferred to a new Federal 

railroad unemployment insurance program adminis- 
tered by the Railroad Retirement Board, which had 
been set up to administer the railroad retirement 
program. The States transferred to this Board the 
balance of the contributions they had collected from 
the railroads over the benefits they had paid to 
railroad workers. In‘July 1947, the railroad unem- 
ployment insurance program was expanded to include 
payments to railroad workers out of work because of 
sickness. 

Benefits of both types are financed by a tax on 
employers, which was fixed at 3 percent of payrolls 
until 1948. Then flat rates of 0.5 to 3.0 percent were 
provided, depending on the balance in the railroad 
unemployment insurance account. Due to large 
balances, the 0.5 percent rate has been in effect since 
1948. 

Benefits have been liberalized considerably since 
the program went into effect, most recently in 1954. 
To receive benefits, a railroad worker must have 
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earned at least $400 in the calendar year before his 
benefit year which begins on July 1. His benefits 
are computed on a daily rate—$3.50 to $8.50 for each 
day of unemployment over 4 in a 14-day claim period. 
Thus the maximum benefit per week is $42.50. 
Benefits are figured on a schedule of annual earnings 
from $400 to $4,000, but cannot be less than half the 


‘claimant’s regular rate of pay for his last railroad job 


in the base year up to $8.50 per day. A worker who 
remains unemployed can draw benefits up to the 
amount of his wages in the base year but for not more 
than 130 days (26 weeks). The same benefits are 
provided for sickness. 

In the fiscal year 1953-54 (the latest period for 
which data are available), 265,000 unemployed rail- 
road workers were paid over $95 million for almost 2 
million claims. The average payment for a 2-week 
claim period was $48.68. More than 34,000 claimants 
drew all the benefits to which they were entitled. 

During the same period, 149,000 claimants received 
almost $42 million on 865,000 claims for sickness 
benefits. Their average payment for a 2-week period 
was $59.39. In addition, 5,200 women drew mater- 
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nity benefits totaling over $3 million under the special 
provisions of the railroad act. 


In the 15 years since the program began, unemploy- 
ment benefits have been paid to almost 1,250,000 
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Because of the 1954 amendments, average payments individuals and sickness benefits to 650,000; about 
are now higher than those for fiscal year 1954. It is 250,000 have received both types of benefits. The 
estimated that unemployment payments now average unemployment insurance payments in these 15 years 
about $35 a week and sickness payments about $38 a have totaled $583 million, supplementing payments 
week. These are higher than the average benefit under the State systems of $12.7 billion through June 
payments under State laws. 30, 1954. (See chart 8.) 

« a 
2. Reconversion Unemployment Benefits for Seamen 
N 1941, before World War II, employment on To meet the needs of maritime workers for unem- F 
privately operated American merchant vessels ployment protection, Congress, in July 1946, covered 
totaled about 50,000. By July 1943, maritime private maritime employment under the Federal 
employment had increased to 89,000, virtually all on Unemployment Tax Act (see p. 22) and added to the 
vessels controlled by the War Shipping Administra- Social Security Act a title XIII, providing a tem- 
tion; the peak of 168,000 seamen on Federal vessels porary program of Reconversion Unemployment 
was reached in 1945. Many of the federally employed Benefits for federally employed seamen, known as 
seamen were specially recruited for the wartime mer- RUBS. Under this title, workers with wage credits 
chant marine. After the end of the war, shipping was in Federal maritime service could draw benefits un- 
drastically reduced and unemployment was heavy _ der the terms of the law of the State in which they 
among seamen formerly shipping on Federal vessels. filed their claims for benefits. 
Chart 8. 
UNEMPLOYMENT INSURANCE PAYMENTS, ALL PROGRAMS 
1936 - 1954 
“ 
MILLIONS MILLIONS 
$3,000 $ 3,000 
VETERANS 
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$2 ,000;r— —$ 2,000 
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The State agencies and the Federal Government 
entered into agreements for the States to act as agents 
of the Federal Government in making the payments. 
The Federal Government reimbursed the State 
agencies for benefits based on Federal maritime em- 
ployment from funds appropriated by Congress for 
the purpose. 

The first benefits were payable in July 1947. While 
the program was originally scheduled to end on June 
30, 1949, it was extended to June 30, 1950. During 
these years, a total of $5,950,500 was paid to 31,000 
claimants for 316,700 weeks of unemployment. Most 
of the benefits were paid in a few maritime States— 


California, New York, Massachusetts, and Washing- 
ton, but claims were received from all 51 States. 

In 1950, after the outbreak of hostilities in Korea, 
the United States again began operating ships under 
general agency agreements with private operators. 
Again, the officers and crew members were Federal 
employees and, consequently, became excluded from 
unemployment insurance coverage. To protect them, 
Congress made the Federal Unemployment Tax Act 
applicable to services performed on or after July 1, 
1953, on vessels operated under such agreements, and 
permitted the States to cover them under the regular 
provisions of State laws. 


3. Servicemen’s Readjustment Allowances (1944-50) 


ITLE V of the Servicemen’s Readjustment Act 
of 1944 provided veterans readjustment allow- 
ances of $20 for each week of involuntary unem- 
ployment, up to 52 weeks. In addition, it provided 
benefits to “‘self-employed”’ veterans endeavoring to 
establish businesses or professions. Each eligible self- 
employed veteran whose net profit in the previous 
business month was less than $100 was entitled to 
receive the difference between $100 and his net profit. 
The Federal administration of this program was the 
responsibility of the Veterans Administration: The 
State agencies paid the benefits as agents of the 
Federal Government. 


Magnitude of the Program 


More than 9.5 million of the 15.1 million World 
War II veterans filed claims for these benefits in the 
5-year period of its major operations and were paid 
benefits totaling $3.8 billion. (See chart 8.) Over 
700,000 of these claimants were self-employed veterans 
who received payments totaling $590 million. 

These figures do not indicate the extent to which 
the Nation as a whole benefited from Title V of the 
so-called “GI Bill.” At the time the SRA program 
was enacted, the Nation was faced with the prospect 
of nearly 16 million servicemen being demobilized and 
added to the war-expanded labor force of 54 million 
workers at a time when industry would be reconvert- 
ing facilities to produce civilian goods. This expecta- 
tion turned out to be well founded. 

In the first year of operation—September 1944 
through August 1945—250,000 veterans filed claims 
for readjustment allowances and were compensated 
for almost 1.5 million weeks of unemployment. ‘These 
data and those in the paragraphs following do not 
include payments to self-employed veterans. 

In the second year, September 1945 through August 
1946, 5.6 million veterans filed new claims and over 
60 million weeks of unemployment were compensated. 
This was the year in which the program was severely 
tested. War plants stopped production overnight. 
Unemployment among nonveterans reached a new 
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peak and the labor market was faced with the prob- 
lem of finding jobs at the same time for nonveteran 
workers and for servicemen who were being released 
at rates exceeding a million a month. 

In the third year of the program, over 1.5 million 
additional veterans filed claims and compensation was 
paid for almost 50 million weeks of unemployment. 

During these hectic 3 years, many veterans returned 
to their homes in rural areas where job opportunities 
were limited. Prevailing wages in these areas were 
frequently less than the weekly benefit of $20. Other 
veterans moved to areas already suffering from labor 
surpluses. The combination of labor surpluses and 
low wage scales resulted in heavy claims loads for 
readjustment allowances. 


TABLE 8.—Total unemployment benefits 
paid under Servicemen’s Readjustment Act 
and State unemployment insurance pro- 
grams in calendar year 1946, selected 














States } 
{In thousands] 
Total SRA | Total UI 
State payments | payments 

All 51 States. . s 1,553,407 |$1,094,850 
New York........ | 166,134) 191,154 
California...:.... 71, 443 154,532 
Michigan........ 67, 732 79,220 
i ee 61, 310 77,542 
Pennsylvania..... 162,871 94, 534 
POR ace sees. 63,682 14, 669 
CIR oes se weet 52,931 52, 314 
Te ete ns 43,182 20, 946 
5 ee 41,854 6, 419 
CIOOWIS 56 6 oes xs 27,093 6, 476 
PS ea ee 25,854 14, 749 
Arkanaas.. (0.6%: 22,221 3, 874 
PRM 5 Sues eae 16,606 5, 211 
South Carolina. . .| 15,503 1, 719 
AsimOBAS Sos 6a 4,311 1, 340 








1 The greater figures for each State are in bold-face type. 
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SRA Benefits Exceeded State Benefits 


During 1946, in the country as a whole, over $1.5 
billion was paid in readjustment allowances as com- 
pared with $1.1 billion in benefits under regular State 
unemployment insurance programs. In some States, 
SRA benefits were up to 7 times the total State bene- 
fits as shown in table 8. 

Although, at one time or another, more than 50 
percent of the World War II veterans were unem- 
ployed and claimed servicemen’s readjustment allow- 
ances, their unemployment was ordinarily not of long 
duration. For example, the number of weeks of bene- 
fits paid to these claimants averaged 19; only 11.1 
percent of those receiving first payments drew their 
full 52 weeks benefits. These figures are low in view 
of the facts that: (1) Veterans were trying to readjust 
themselves to civilian life after an average time in 
service of 24% years (some after more than 5 years’ 
service); (2) there were temporarily large labor sur- 
pluses due to mass separations from service; (3) there 
was relatively high unemployment in ‘\the war-ex- 


panded civilian labor force; and (4) wages in many 
areas were little, if any, higher than benefits. 


Contribution of SRA to the Economy 


Payment of readjustment allowances enabled quali- 
fied veterans to meet a part of their living expenses. 
Unemployed veterans benefited also from provisions 
of the Servicemen’s Readjustment Act for preferential 
testing, counseling, and job referrals. 

Through the SRA, eligible self-employed veterans 


were able to start or continue in business because of 


the payments which assured them of $100 net profit 
a month for 12 months, the period when most new 
enterprises fail. Many successful present-day busi- 
nesses owe their existence to the “self-employed” 
feature of the Servicemen’s Readjustment Act. 

Undoubtedly, the buying power of $3.8 billion in 
readjustment allowances helped greatly to maintain 
a healthy national economy in the postwar period 
until industries could complete their reconversion for 
production of peacetime consumer goods and reemploy 
workers. 


4. Unemployment Compensation for Veterans (1952-56) 


N OCTOBER 1952, a program providing unem- 

ployment compensation for veterans with military 

service between June 27, 1950, and January 31, 
1955—known as UCV—hecame effective under the 
provisions of title IV of the Veterans’ Readjustment 
Assistance Act of 1952. As a result of a Presidential 
proclamation on January 1, 1955, no benefits under 
the program are payable for unemployment after 
January 31, 1960. 

UCV provides payments of $26 a week for each 
week of involuntary unemployment, up to a maxi- 
mum of $676. If a veteran qualifies for unemploy- 
ment insurance under any other law, either State or 
Federal, he may receive under the UCV law only the 





difference between $26 and the amount of unemploy- 
ment benefits to which he is entitled under the other 
program—State unemployment insurance, railroad 
unemployment insurance, or unemployment compen- 
sation for Federal employees. Where the weekly 
amount of benefits under any other law is $26 or more, 
no payments can be made from UCV funds until the 
other benefits are exhausted. 

Some new principles in veterans’ benefits were 
incorporated in the 1952 act. UCV is coordinated 
with existing State unemployment insurance laws 
much more than SRA. While the 1944 act imposed 
special eligibility and disqualification requirements, 
UCV utilizes States eligibility and disqualification 





From Ogden, Utah, to Hopkinsville, Ky., modern local offices are giving better service to claimants and applicants. 
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provisions except that UCV benefits are not subject 
to cancellation under State disqualification provisions. 

There is a constant movement of veterans into and 
out of UCV by reason of the supplemental nature of 
the program. In a typical case, a newly discharged 
veteran cannot find suitable employment for a number 
of weeks. For each such week he receives $26 UCV 
since he does not have any rights under any other 
unemployment insurance law. Then he finds a job 
which permits him to accumulate State wage credits 
for unemployment insurance purposes. 

If he becomes involuntarily unemployed later, his 
State wage credits generally provide benefit pay- 
ments of $26 or more and no UCV benefits are pay- 
able. Under these circumstances, a veteran seldom 
finds it necessary to file a UCV claim in subsequent 
periods of unemployment to supplement the State 
benefit payment. However, if his unemployment 
continues and he exhausts his State benefits, he may 
again claim unused UCV benefits. 

In other cases, veterans have ‘‘frozen wage credits” 
under provisions in 18 State laws which permit wage 
credits earned prior to entrance on military duty to 
be carried over to the period after separation from 
service. If a veteran is unable to find employment 
after separation, the frozen wage credits are available 
for unemployment insurance purposes immediately 
and UCV benefits are payable only to supplement 
State benefits under $26 or after the frozen credits 
are exhausted. 

This shifting of the status of claims between full 
UCV payment, UCV supplementation of State pay- 
ment, and State payment alone did not occur under 
the SRA program. Under SRA the veteran could 
choose whether to file against available State wage 
credits or claim Federal readjustment allowances. 
Readjustment allowances were selected by most 
veterans since the SRA weekly benefit of $20 generally 
exceeded the amount of State benefits. Now, many 
States pay benefits in excess of $30 a week. 

No provision is made for self-employed veterans 
under the 1952 act. 


Magnitude of the Program 


The number of veterans with military service during 
the Korean conflict (4 million as of June 30, 1955) has 


been small compared with World War II (15.1 
million), and the number discharged has averaged 
less than 100,000 a month. Thus, the military 
services have been able to use a more orderly system 
for discharging veterans which has reduced the im- 
pact of demobilization on the economy and on the 
labor force. 


In general, the problem of Korean veterans finding 
jobs has not been particularly acute because the 
economic climate has been more favorable for their 
absorption than in the post-world-war period of 
1946-47. 


However, Korean’ veterans are considerably 
younger, on the average, than World War II veterans 
and a great many have little, if any, preservice work 
experience. Many entered military service imme- 
diately after completing high school. These veterans 
are subject to the same fluctuations in employment 
as other workers. However, because they lack 
seniority, they are the first to be laid off and the last 
to be hired in a return-to-work movement. The 
percentage increase of initial claims in 1954 over 1953 
was over twice as high for UCV claimants as for 
regular State unemployment insurance claimants. 


Obviously, the problem to be met by UCV, in terms 
of volume, is not comparable with that of SRA. (See 
chart 8.) However, UCV has assured many indi- 
vidual veterans a source of income in periods of in- 
voluntary unemployment during the transition from 
soldier to civilian. In March 1955, the peak month 
thus far, $11,314,636 in benefits were paid, to an 
average of 106,905 veterans weekly for 491,744 weeks 
of unemployment. 


Between October 1952 when the program began and 


June 30, 1955, when 4 million veterans had returned 


to civilian life: 


900, 000 veterans filed claims for UCV benefits. 
650, 000 received at least one benefit payment. 
9, 000, 000 weeks of unemployment were compen- 
sated. 
$207, 000, 000 were paid in benefits. 
116, 000 veterans exhausted their $676. 
13.6 weeks is the average duration of UCV 
benefits to date. 


2d. Unemployment Compensation for Federal Employees 


HE newest unemployment insurance program is 
‘‘Unemployment Compensation for Federal Em- 
ployees,”’ provided by title XV, added to the 
Social Security Act in 1954. Its protection extends 
to 2.5 million Federal civilian workers when they are 
unemployed after January 1, 1955. In substantive 
provisions and administrative arrangements, the pro- 
gram is more like the Reconversion Unemployment 
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Benefits for Seamen than any of the other Federal 
programs described. 


Provisions of the Law 
The law defines covered ‘“‘Federal service’”’ as service 


performed in the employ of the United States or its 
wholly owned instrumentalities, with 13 specified 
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exceptions. The principal exceptions are elected 
officials, members of the Armed Forces, and aliens 
working for the Government at stations outside the 
United States. 

Benefits are paid to Federal employees ‘in the 
same amount, on the same terms, and subject to the 
same conditions as the compensation that would be 
payable” if their Federal employment had been sub- 
ject to the State employment security law. 

In general, the law assigns wages earned in ‘‘Federal 
service”’ to the State in which a Federal worker had 
his last official station before filing his claim. When 
his last official station was outside the country or the 
claimant lives in Puerto Rico or the Virgin Islands or 
a State in which he has worked in covered employ- 
ment since termination of his Federal employment, 
his wages are assigned to the State in which he lives 
when he files his new claim. The wages which are 
assigned are the wages in the current base period in 
the State concerned. 

If the Federal worker has wage credits also in 
State-covered employment, his benefit rights are based 
on combined wage credits, with the Federal Govern- 
ment paying the additional costs. 

As with the RUBS and UCV programs, the law 
vests administrative authority in the Secretary of 
Labor and authorizes him to enter into agreements 
with the States to administer the law as agents of the 
United States. Under this provision, all States, 
Alaska, Hawaii, the District of Columbia, Puerto 
Rico, and the Virgin Islands have signed agreements 
and are paying unemployment benefits to Federal 
employees. Puerto Rico and the Virgin Islands, 
which have no unemployment insurance laws, follow 
the District of Columbia law in determining eligibility 
and benefit amounts. 


Administration 
of the Program 


The Secretary of Labor has promulgated regulations 
setting forth the responsibilities of the Federal agencies 
and State agencies under the law and has issued 
suggested procedures for both groups. 

The Federal agencies are required to furnish all 
separated employees a new form, “‘Notice to Separated 
Federal Employees,’’ which notifies the employee of 
his potential rights to benefits and how to go about 
claiming them. It also gives the address of the payroll 
office where his records are maintained. 

When a Federal employee files a new claim, the 
State agency prepares a request for the necessary wage 
and separation information. The Federal agency is 
responsible for completing and returning the form 
within 4 working days. If there is delay in submittal, 
a temporary determination of rights to benefits is made 
on the basis of Federal documents showing Govern- 
ment employment and an affidavit from the claimant 
as to the amount of his Federal employment and 
wages. Findings of the Federal agencies are final with 
respect to whether the claimant has performed Federal 
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service, the period of such service, the amount of wages 
earned, and the reason for termination of his service. 

The State agency makes its determination of the 
claimant’s benefit rights on the information furnished 
by the Federal agency just as if the Federal service and 
wages reported had been subject to the State law. 
A Federal claimant must meet all eligibility require- 
ments of the State law. 

The States are reimbursed for the additional costs of 
benefits from a special fund appropriated to the 
Department of Labor. State administrative expenses 
are deemed to be a part of the administration of their 
respective employment security laws and are financed 
from funds collected under the Federal Unemploy- 
ment Tax Act. Federal agencies must meet their own 
administrative expenses—such as searching files, con- 
trolling records, and preparing reports—from their 
appropriated funds. 


Contribution of the Program 
to the Economy 


During the first 6 months of 1955, over 60,000 
former Federal employees were compensated for 
625,000 weeks of unemployment. Payments totaled 
about $16 million. During the 17 weeks ending 
June 25, these payments ranged between $620,000 


and $850,000 a week. 


Now, for the first time, Federal employees are being 
compensated for wage loss because of unemployment. 
The program helps tidethese employees over their 
spells of unemployment and helps them retain their 
savings. The hundreds of thousands of dollars paid 
each week will be an aid to the economy in any areas 
where there are substantial reductions in Federal 
employment. (See p. 40.) 





Booknote 


For the latest comprehensive discussion of unem- 
ployment insurance, see the February 1955 issue of 
THE VANDERBILT Law Review entitled “A Sympo- 
sium on Unemployment Insurance.” 

Pages 179-494 include articles on The Development 
of Unemployment Insurance in the United States; 
The Place of Unemployment Insurance Within 
the Patterns and Policies of Protection Against 
Wage-Loss; The Coverage of Unemployment Com- 
pensation Laws; Eligibility for Benefits; Disqualifi- 
cation for Unemployment Insurance; The Labor 
Dispute Disqualification—A Primer and Some Prob- 
lems; Experience Rating: Its Objectives, Problems and 
Economic Implications; Federal Standards in Unem- 
ployment Insurance; Administrative Law Problems 
in the Unemployment Insurance Program; The 
Guaranteed Annual Ware and Unemployment Com- 
pensation; and Interstate Aspects of Unemployment 
Insurance. 
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AI. Issues tor Tomorrow 


HILE it gives us a thrill of satisfaction to realize how 

we have grown as we pass these 20 year milestones for 

employment service and unemployment insurance, let us 
not let our achievements lull us into complacency. Instead, 
let us take note of what additional things need to be done and 
work toward new milestones of achievement. 


These telling words of Robert C. Goodwin, director 
of the Bureau of Employment Security, at the [APES 
convention June 10, 1955, furnish a setting for our 
discussion of the job ahead in unemployment insur- 
ance. What are the issues for tomorrow? What 
trends will continue? In what direction shall we 
proceed? What new problems will the program 
confront? What do we need to know to progress 
further? 


Issues of Yesteryear 


One thing is certain: the issues for tomorrow are 
not the issues of 1935, 1936, or 1937. For example, 
consider what was probably the principal issue of 20 
years ago: whether unemployment insurance was to 
be a Federal system or a Federal-State system. ‘The 
Federal-State system is working and it is the job of all 
of us who work in it to make it work better. The 
administration is committed to the policy of no 
Federal encroachment on the responsibility of the 
States to meet the social and economic needs of their 
own citizens. At the same time the Federal Govern- 
ment has a definite interest in, and responsibility 
for, the successful operation of the unemployment 
insurance program. 

The literature of unemployment insurance 20 years 
ago made much of the choice between “the mainte- 
nance of a general pool of funds, rather than a 
separate account for each company.” Today, al- 
though States maintain employers’ accounts for ex- 
perience rating purposes, it is unthinkable that the 
risk of unemployment should not be pooled on a 
statewide basis, that any insured worker should be 
denied benefits solely because his employer’s account 
was exhausted. The one State which continues a 
‘reserve account” system of experience rating has had 
a “partial pool’”’ since 1940 and provision for diversion 
of contributions to the pooled account in emergencies. 

Against this background of agreement on earlier 
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issues, the issues involved in various objectives of the 
program will be examined. A statement of these 
objectives is given on the inside back cover. 


Universal Coverage 


One objective of the unemployment insurance pro- 
gram is to protect everyone who works for another 
for wages. President Eisenhower in his 1954 Eco- 
nomic Report proposed coverage of employees of 
employers with 1 or more workers. Thanks to the 
1954 Federal amendments and the 1955 State amend- 
ments, the program is closer to that goal than ever 
before. By 1956 almost 80 percent of the wage 
earners of the country will be covered. (See chart 9.) 
But 12 million wage earners subject to the risk of 
unemployment lack the protection of unemployment 
insurance. How can this gap be closed? : 

In this matter of coverage the Federal Government 
clearly has an interest because the Federal Unem- 
ployment Tax Act sets the framework for the coverage 
of the system. For example, how can the 2 million 
workers employed in firms of less than 4 workers be 
covered? Some States have long ago gone beyond 
the Federal act in the coverage of small firms. When 
the Federal act’s limit was 8 employees in 1953, 29 
States covered smaller firms. (See table 2.) The 
1954 amendments stopped short of covering firms with 
fewer than 4 workers. In 1955 only 23 States go 
beyond the Federal law; only 4 States in their 1955 


- amendments extended coverage to firms with fewer 


than 4 workers; only 1 of these went to “1 or more.” 

And what of the groups excluded from coverage as 
exempted types of employment? How can wage 
earners in agriculture, including industrial and proc- 
essing workers, and workers in domestic service and 
in nonprofit organizations be brought under the 
program? Will it be by individual State action or by 
Federal legislation, for example, bringing into the 
program all wage and salaried workers who have been 
covered under Federal old-age and survivors insur- 
ance? What can the Bureau do in the meantime to 
develop workable plans to cover such groups as farm 
workers? 

State and local government workers can be covered 
only by action of the States. Will the example of the 
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THINK that a periodic appraisal of our 
performance is essential. Otherwise, you 
and I may be busily mounting our chargers 
and riding in all directions, without meeting the 
real needs for which our program was estab- 
lished. And unless we appraise it in the light 
of what improvements we can make, such 

appraisal is sterile. 
—Rocco C. Siciiano, Assistant Secretary of Labor 
before the IAPES Convention, June 7, 1955. 











Federal Government and of the 14 States which have 
had experience in covering their governmental workers 
inspire other States to take this step? Will the expe- 
rience of all States in administering the Unemploy- 
ment Compensation Program for Federal Workers 
within their boundaries reveal the need of Govern- 
ment employees for unemployment insurance and the 
feasibility of covering them on a reimbursable basis? 
The President, in his Economic Report of January 
1955, expressed the hope that “‘the States will soon 
act to include under the system the 4.4 million em- 
ployees of State and local governments not now 
covered. Government ought not to deny to its own 
employees the protection it requires the private 
employer to provide for his.” 


Permanent Protection 
for Ex-Servicemen 


The programs for servicemen’s readjustment allow- 
ances and for unemployment insurance for veterans 
(see pp. 57-59) have proved that there is need, as 
President Eisenhower said in his State of the Union 
Message on January 6, 1955, for ‘“‘measures to ease 
the readjustment to civilian life of men required to 
enter the Armed Forces for 2 years of service.” 

Although there has been a reduction in the Armed 
Forces since the termination of the Korean fighting, 
continuation of a substantial military establishment 
can be expected for an indefinite future period. 
Draft calls have not been ended. Yet, under current 
legislation, individuals entering military service after 
January 31, 1955, will not be eligible to receive bene- 
fits under the UCV program and no benefits under 
the program are payable after January 31, 1960. 

Federal legislation is, of course, necessary to provide 
Federal benefits for ex-servicemen—but there are 
many issues for consideration. Should a permanent 
system be provided so that military service at any 
time would not reduce or terminate any protection 
under State unemployment insurance and would 
build up further rights for unemployment benefits? 

Should the servicemen’s benefits be integrated with 
State programs in the same way as benefits for Federal 
civilian employees? Should provision be made for 
crediting service in the Armed Forces as though it 
had been earned in employment subject to the State 
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laws and for crediting wages according to a schedule 
by military rank? Should weekly amounts payable 
and the duration of benefits be determined upon the 
same basis as benefits paid under State laws? 

Are there any areas in which the Federal Govern- 
ment needs to assure a minimum level of protection 
for ex-servicemen, such as minimum potential dura- 
tion of benefits for any serviceman who qualifies for 
benefits, and no cancellation of benefit rights through 
disqualification? 


Workers in Puerto Rico 


Coverage should also be extended by bringing 
Puerto Rico within the Federal Unemployment Tax 
Act definition of ‘‘State.””. The Puerto Rican Govern- 
ment is sponsoring a program of unemployment insur- 
ance in its legislature. Legislation has been intro- 
duced in the Federal Congress to extend to Puerto 
Rico the Federal Unemployment Tax Act and 
appropriate provisions of the Social Security Act. 
This legislation is necessary to give Puerto Rico the 
advantages of Federal administrative grants, and 
technical advice. 


Protection Against 


Wage Loss 


Another objective of the program is more adequate 
protection against wage loss for workers who are 
covered—both weekly payments and weeks of benefits. 
This is completely a matter of State legislation. 
Pages 31 to 39 give many instances of improvement 
since the program began at a $15-for-16-weeks level. 

In 1939 the goal in benefits was $20 for 20 weeks; in 
1945 it was $25 for 26 weeks. President Eisenhower 
has recommended at least 26 weeks of benefits for all 
eligible claimants and in his Economic Reports of 1954 
and 1955 recommended that benefits for the great 
majority of covered workers should equal at least half 
of their regular earnings. By June 30, 1955, 32 State 
legislatures had acted to improve their benefit provi- 
sions; 28 of these had increased maximum weekly 
benefits and 7 had increased maximum duration. 

As a result of these amendments, more than 70 per- 
cent of all covered workers are in States paying maxi- 
mum basic weekly benefits of $30 or more and 25 
percent in States with maximums of $35 or more. 
However, wage levels are so high that the maximum 
basic weekly benefit is as much as one-half of the 
statewide average weekly wage in only 7 States. Yet 
the maximum benefit must be more than 50 percent 
of the average wage if the great majority of workers are 
to be paid a benefit approximating half of their wages, 
because workers earning more than the State average 
wage receive as benefits progressively smaller propor- 
tions of their wages. In many States the formula for 
determining weekly benefits is such that many claim- 
ants receiving benefits below the maximum do not get 
half of their regular weekly wages. To accomplish 
the goal set by the President, attention must be given 
to these formulas as well as to the maximum amounts. 
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So far as duration is concerned, as of June 1955, 73 
percent of covered workers are in 27 States with maxi- 
mum duration of 26 weeks or more, including 25 
percent in 6 States with uniform duration of 26 weeks 
or more. But adequate duration is still an issue, for 
example, in the 3 States with maximum duration of 
16 weeks, and in the 8 Statés where 40 percent or more 
of all beneficiaries exhausted their benefits in 1954. 

It is an issue also in 6 States where the construction 

of the benefit formula is such that the maximum weeks 
of benefits are attainable only by claimants at or near 
the maximum weekly benefit. Adequate duration is 
an issue also in the 2 States with uniform benefit years 
which put an overall limit of 16 or 26 weeks on benefits 
for consecutive unemployment overlapping 2 benefit 
years. 
' In some situations, even 26 weeks of benefits are not 
enough to tide workers over the duration of their 
unemployment. This problem leads to such ques- 
tions as these: Should consideration be given to 
duration longer than 26 weeks for all eligible claim- 
ants? Or should extended benefits be provided for 
steadily employed workers who have drawn no bene- 
fits or very little in benefits for years when they suffer 
protracted unemployment (as in Colorado)? 

Should unemployed workers who have exhausted 
their benefits in areas of chronic and substantial 
unemployment have access to extended benefits? 
On what basis? Should entitlement be made con- 
ditional upon a claimant’s retraining in more promis- 
ing occupational fields? What modification would 
have to be made in concepts of availability for work 
under which a worker undergoing training is or- 
dinarily not regarded as available for work? How can 
extended benefits be provided without complicating 
wage-record processes unduly? 


Simplification of 
the Benefit Formula 


Other examples could be cited for the ways in 
which the statutory structure of the program has 
become increasingly complex and technical, resulting 
in substantial obstacles to public understanding of 
workers’ rights and responsibilities, as well as to 
effective and economical administration. Thus the 
time seems ripe for a comprehensive evaluation of the 
benefit structure of the program designed to bring 
about greater simplification and more effective 
protection. 

In such a study, the States and the Bureau of Em- 
ployment Security should work together to test the 
effectiveness of present provisions on weekly benefits, 
duration, and qualifying amounts. Existing data 
should be analyzed and a coordinated program of 
State studies should be designed to provide needed 
additional data. Work already under way on studies 
of the adequacy of benefits for current beneficiaries 
and the post-exhaustion experience of claimants and 
on a national survey of the characteristics of claimants 
can contribute to the project. 
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T IS the genius, not only of unemployment 
insurance, but of income-insurance generally, 
that it has two great major functions. The 
one is economic. The other is humanitarian. 
At different times, and in different business 
settings, sometimes the one will loom larger, 
sometimes the other. In the trough of a sus- 
tained depression, the humanitarian purpose 
may get most attention; in times of sharp busi- 
ness transitions accompanied by relative prosper- 
ity, the economic function may come into 
prominence. Or, it may depend on who you 
are. Ifyou are an economist, it is very probable 
that the economic role of the system engages 
most of your interest; but how about the ordinary 
person—the fellow to whom a contra-cyclical 
built-in stabilizer would probably mean some- 
thing to be bought in a motorbike shop? To 
him, the really important thing is that the family 
neither goes hungry nor goes on relief. 
—ARTHUR Larson, Under Secretary of Labor, 
before the Industrial Relations Research 
Association Convention, December 29, 1954. 











Qualifying Employment 
and Wage Provisions 


Related to all other phases of the benefit formula 
and to administrative practices on wage reports is 
the qualifying provision. This is generally recognized 
as one of the most difficult areas of unemployment 
insurance legislation. Most States require fairly sub- 
stantial attachment to the labor force as a condition 
of benefit entitlement. 

Because of different base-period provisions, how- 
ever, some States require much more recent attach- 
ment than others. One type uses employment and 
wages immediately preceding the claim determina- 
tion; at the other extreme, a claim determination may 
ignore the most recent year or more of employment 
experience. Then questions arise as to how new 
entrants to the labor market can be covered and 
whether “‘unused”’ wage credits when a benefit year 
is started should be available for benefits for a second 
benefit year without intervening employment. 

In any evaluation of the benefit formula, special 
attention should be given to the question of qualifying 
requirements and their interrelationship with all 
other parts of the benefit formula. For example, 
what form should qualifying requirements take to be 
effective at all benefit levels? How can the qualifying 
requirement be effective in determining attachment 
to the labor market so that it need not be cluttered up 
with requalifying requirements or other limitations 
and rigidities that work hardships on individual 
claimants? 

How can uniform potential duration of benefits be 
provided in States now having variable duration 
without increasing their current minimum qualifying 
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Chart 9. 
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wages so much that large numbers of covered workers 
could not qualify? Would uniform potential dura- 
tion require elimination of seasonal workers or 
special eligibility requirements for such workers? If 
duration is increased beyond 26 weeks, can qualifying 
requirements permit a claimant to qualify for a second 
benefit year immediately after his first such year? 
Should they do so? 


Reaction of the Program 
to External Developments 


The past 20 years’ experience gives some idea of 
how the unemployment insurance program will react 
to future changes in wage levels and in levels of em- 
ployment and unemployment. Other external de- 
velopments will confront the program and _ the 
reaction toward these developments is not so clear. 
Two items will illustrate the issues. 

Guaranteed wage or supplementary unemployment 
benefit agreements have been negotiated or are being 
negotiated by collective bargaining for some large 
groups of workers in various States. Before these 
agreements go into effect, State agencies will have to 
answer many practical questions, for the agreements 
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assume that laid-off workers who are entitled to guar- 
anteed wage payments or supplementary benefits will 
be eligible for unemployment insurance benefits. 

State agencies need to examine their statutes and 
their interpretation of their statutes: Would payments 
under such agreements be considered “‘wages” for 
purposes of accruing benefit rights? and for purposes 
of disqualifying income? Is a person receiving such 
a payment “‘unemployed”’ as defined for unemploy- 
ment insurance purposes? Is he ‘‘available for work”’ 
as required for unemployment insurance benefits? 
Is he available for referral by the employment office 
to other suitable work? 

Where an unemployed worker is allowed to draw 
State benefits as a substitute for part of the negotiated 
benefits, the total amount of the allowance becomes 
significant to the State agency. At what level should 
the combined benefits be pegged (in relation to claim- 
ants’ regular weekly earnings) to give them an in- 
centive to seek new employment? 

Or assume that current proposals for consolidating 
employers’ wage reports to the Internal Revenue 
Service for purposes of old-age-and-survivors in- 
surance and of income tax are approved by Congress, 
and that annual wage reports are substituted for the 
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time-honored quarterly wage reports for OASI. What 
effect will this change have on unemployment in- 
surance laws and administration? Will the 38 States 
which depend on quarterly wage reports for the data 
needed to determine weekly benefit amounts and/or 
qualifications for benefits continue to require these re- 
ports? Or will they abandon this method of wage 
reporting so that employers may obtain the maximum 
benefit from the simplification of the Federal report- 
ing requirements? 

Will States follow the change to annual reports of 
calendar year wages and adopt an annual wage for- 
mula? If so, how will they meet the problems that 
come with flat qualifying amounts and with uniform 
benefit years? How will they relate weekly benefits 
to employees’ regular weekly earnings? Will they 
adopt a double benefit formula, as in railroad unem- 
ployment insurance (see p. 55), to assure benefits 
related to regular rates of pay? 

Or will this change in OASI reporting further the 
trend toward request reporting for unemployment 
insurance purposes? Will it lead to more States 
adopting average-weekly-wage formulas for weekly 
benefits? to increased decentralization of monetary 
determinations? 

The States may arrive at different answers to these 
questions. Obviously the questions and the answers 
are related to the project for simplifying and improv- 
ing State laws discussed above. 


Disqualification 
from Benefits 


The history of disqualifications (pp. 41 to 46) dis- 
closes many instances where current legislation and 
interpretation are not in accordance with the “‘objec- 
tive of Federal policy” with respect to disqualifications 
(see inside back cover). ‘The appeals from State bene- 
fit determinations reveal many determinations which 
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workers or employers are unwilling to accept. There 
are many unsettled issues in this area of unemploy- 
ment insurance. Thus the time seems ripe for a 
Federal-State study of disqualifications. 

Such a study should collect information on State 
experience in applying actively-seeking-work require- 
ments, attributable-to-the-employer limitations on 
voluntary leaving, reduction or cancellation of wage 
credits, and disqualifying-income provisions (denying 
or reducing benefits for such payments as old-age 
insurance, workmen’s compensation, or severance 
pay). 

Such a study would seek answers to such questions 
as these: What are the characteristics of disqualified 
claimants compared with other claimants? How long 
are they unemployed? What efforts do they make to 
find work? Is there any difference in the unemploy- 
ment experience of claimants who are disqualified for 
the duration of their unemployment? Of those whose 
benefit rights are canceled? All of these questions 
would be directed to answering the basic questions: 
What should be the causes of disqualification and 
how long should the disqualification period be? What 
techniques can be used to estimate increases or de- 
creases in benefit costs from lessening or lengthening 
disqualifications? 


Administration of 
the Program 


All changes in the substantive aspects of the pro- 
gram and in the economy in which unemployment 
insurance operates require changes in administration. 
Current problems include how to recruit promising 
career employees in a tight labor market, how to 
stabilize staff, how to adjust staff to extreme fluctua- 
tions of claims loads, and how to provide opportuni- 
ties for development and advancement of the most 
competent employees. Joint efforts of the employ- 





New headquarters building of the New York Division of Employment in Albany, replacing rented quarters in several buildings, 


May 1954. 


August 1955 
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ment security and merit system agencies are needed to 
plan effective recruitment and valid examinations in 
anticipation of vacancies. 

Some administrative changes come from develop- 
ments in new types of equipment. Recording ma- 
chines have replaced reporters in taking testimony in 
appeals. In large offices, motion picture films are 
being used to supplement personal interviews on 
claimants’ benefit rights and responsibilities. Punch 
cards are used for employer contribution records, 
employee wage records, pay orders, benefit checks, 
experience rating records, and other operations. 

The increased use of large-scale data-processing and 
storing equipment among State agencies in coming 
years involves an increasing mechanization and stand- 
ardization of many aspects of State operations. The 
mounting costs of administration require that State 
agencies adopt all mechanical changes that will result 
in economies. 

Developments in electronics and new types of busi- 
ness equipment which are emerging so rapidly will 
have a marked effect on the way in which mass opera- 
tions in unemployment insurance are performed. 
These developments will result in more effective and 
more economical performance of various tasks in the 
future. Answers must be developed to such questions 
as to what new uses may new equipment be put in 
unemployment insurance operations and what load 
would justify machines of various types for State use. 


Benefit Financing 


Most States have reached the benefit financing goal 
of collecting taxes which yield funds adequate to insure 
payment of benefits in bad years as well as good years. 
Thought has been given to a tax-rating system under 
which employers would pay relatively low taxes during 
poor business conditions and relatively high taxes 
when business conditions are good. Such counter- 
cyclical rate variation would make unemployment 
insurance a more effective weapon to counteract the 
impact of economic changes during business down- 
turns. Thus far only one State has developed such 
a program. Much further analysis is necessary. 

More general questions requiring attention include 
these: How can States use benefit financing studies to 
appraise more reliably the probable benefit costs over 
a specified future period of time? How can they gear 
individual employers’ tax rates to produce the required 
income? How can they develop satisfactory measures 
of reserve-fund adequacy and solvency protection that 
will continue to be effective with changing levels of 
wages and of total payrolls? 

How can employment security agencies convince 
taxpayers that primary consideration must be given 
to the program’s long-term fund needs rather than 
savings in taxes in any given year? How can they get 
public acceptance for a balanced approach to taxes 
and benefits so that proposals for more liberal benefits 
will be considered on their own merits as well as on 
the basis of costs? Should the $3,000 limit on taxable 
wages be raised, to reflect increases in wages levels? 
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Special consideration must be given to the problems 
of high-cost and low-cost States; to the operation of the 
loan fund provided by the Administrative Financing 
Act of 1954; and to the desirability of liberalization of 
benefit, wage qualification, and disqualification pro- 
visions in the States with high reserve balances—for 
example, the 7 States with reserves equal to 15 to 27 
times the average annual benefits paid during 
1947-54. 





Temporary Disability Insurance 


A major gap in our statutory provisions for wage 
loss insurance is the failure to provide insurance 
against wage loss due to nonwork-connected dis- 
abilities. The worker who gets sick loses both his 
health and his income; his expenses increase but our 
income-insurance programs pay him nothing—except 
in 4 States and in the railroad industry. Of these 5 
laws, 4 provide programs of temporary disability 
insurance which are coordinated with the unemploy- 
ment insurance program of the same jurisdiction. 
The fifth is coordinated with workmen’s com- 
pensation. 

Unemployment insurance, workmen’s compensa- 
tion, and temporary disability insurance are all 
designed to protect normally employed workers 
against complete loss of wages for a temporary period 
of time due to the occurrence of the risk insured 
against. Coordination between them provides a 
logical way of fitting them together as a consistent 
insurance system, rather than a patchwork of sepa- 
rate and unrelated programs. It also results in lower 
overall costs of administration than separate programs. 

Existing programs cover about one-fourth of the 
workers protected by unemployment insurance. 
While the number of weeks for which disability 
benefits are claimed is lower than the number of 
weeks of unemployment insurance claimed in these 
jurisdictions, the benefits paid represent a substantial 
contribution towards income maintenance. In 1954, 
for example, approximately $250 million were paid 
for weeks of disability in 4 States. 

No disability insurance program has been initiated 
since 1949, though bills are introduced in many State 
legislatures every legislative year. What can the 
unemployment insurance program do to encourage 
extension of this desirable type of related program? 


* * * 


The need for constant study and reevaluation of 
unemployment insurance in our ever-developing 
economy is explicitly recognized by title VII of the 
Social Security Act. (See p. 9.) Most State employ- 
ment security laws similarly provide for investiga- 
tions and research studies on the most effective 
methods of providing economic security. The re- 
search and statistics staff maintained by each State 
employment security agency must continue to provide 
the data and research needed by administrators, legis- 
lators, and others interested in strengthening eco- 
nomic security through unemployment insurance, as 
we face the “‘Issue for Tomorrow.” 
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Major Objectives of Federal Policy With Respect to 


the Federal-State Employment Security Prog ‘am 


N APRIL 1955, the Secretary of 
Labor issued a statement of the 
major objectives of Federal policy 


relating to the Federal-State employ- 
ment security program. Quoted be- 
low are the overall objectives and the 
objectives that apply specifically to 


the unemployment insurance program. 


Overall Objectives 


1. To aid, through an effective em- 
ployment service system, in getting 
the best possible job for the worker 
and the best possible worker for the 
job. 

2. To provide adequate income in- 
surance for unemployed workers 
when suitable jobs are not available, 
and through this system to help main- 
tain purchasing power. 

3. To promote the establishment 
of income insurance programs for 
non-work-connected disability. 

i. To assist in the improvement 
and optimum utilization of the Na- 
tion’s manpower resources, including 
the promotion of employment oppor- 
tunities. 

5. To assist in maintaining and 
improving our manpower readiness 
for defense mobilization. 

6. To develop and disseminate em- 
ployment, unemployment, and labor 
market information in order to assist 
in achieving economic stabilization 
and growth, and to meet the informa- 
tional needs of labor, management, 
and the public. 


Objectives of the Unemploy- 
ment Insurance Program 


Unemployment insurance is a pro- 
gram—established under Federal and 
State law—for income maintenance 
during periods of involuntary unem- 
ployment due to lack of work, which 
provides partial compensation of 
wage loss as a matter of right, with 
dignity and dispatch, to eligible indi- 
viduals. It helps to maintain purchas- 
ing power and to stabilize the econ- 
omy. It helps to prevent the dispersal 
of the employers’ trained labor force, 
the sacrifice of skills, and the break- 
down of labor standards during tem- 
porary unemployment. To accom- 
plish these general objectives and to 
meet the national interest in an effec- 
tive and reasonably adequate and 
uniform program of unemployment 
insurance throughout the country, the 
program should meet the following 
specific objectives within the frame- 
work of a Federal-State system: 


1. To cover so far as feasible all 
workers subject to the risk of involun- 
tary unemployment. 

2. To admit to benefits those work- 
ers who have demonstrated a recent 
and substantial attachment to the 
covered labor force, without provid- 
ing arbitrary qualifying and requali- 
fying requirements. (For example, to 
use an individual base period and 
benefit year with as short a lag as 
possible between the base period and 
the benefit year; to use a qualifying 
requirement in terms of employment 
or wages which will be effective at all 
benefit levels, and which will be real- 
istic in relation to the wages of 
covered workers and to the weekly 
benefit and duration of benefits 
recommended.) 

3. To provide eligible claimants 
income sufficient in weekly amount 
to meet their nondeferrable expendi- 
tures, replacing enough of wage loss 
so that most workers need not turn 
to other forms of aid, but not so much 
in relation to recent earnings as to 
weaken incentives to return to work. 
(As an immediate goal, to provide 
weekly benefits for individual work- 
ers equal to not less than one-half 
their gross weekly wages in covered 
employment, up to a maximum that 
will provide such benefits to the great 
majority of covered workers; to in- 
clude payments for partial unemploy- 
ment as well as total unemployment 
with an earnings allowance sufficient 
to provide an incentive to work and 
to cover the normal! additional ex- 
penses of working.) 

4. To provide income sufficient in 
duration to insure protection through 
temporary periods of unemployment. 
(As an immediate goal, an amount 
equal to at least 26 weeks of benefits 
for total unemployment for all eli- 
gible workers at all benefit levels, if 
they remain unemployed that long.) 

5. To limit the unemployment to 
be compensated to that due to lack of 
work, by requiring claimants to be 
able to work and available for suit- 
able work and by temporarily dis- 
qualifying claimants who leave work 
voluntarily without good cause, who 
are discharged for misconduct con- 
nected with their work, who refuse 
suitable work without good cause, or 
who are unemployed because of direct 
Participation in a stoppage of work 
due to a labor dispute at the establish- 
ment at which they were last em- 
ployed, but without rigid require- 
ments and harsh penalties. (Specifi- 


cally, not to require an active search 
for work irrespective of circum- 
stances; not to limit good cause for vol- 
untary quitting to good cause con- 
nected with the employer or the em- 
ployment; and not to penalize dis 
qualified claimants by disqualification 
for the duration of the unemployment 
or by canceling their benefit rights 
but, with respect to voluntary quit- 
ting, discharge for misconduct, and 
refusal of suitable work, to postpone 
benefits for a specified period imme- 
diately following the disqualifying act, 
during which it may be considered 
that the claimants’ unemployment is 
due to their own actions, without 
good cause.) 


6. To help maintain desirable labor 
mobility by providing benefits for 
unemployed individuals who have 
worked in more than one State or 
who have moved to another State in 
search for work, through interstate 
arrangements for combining wages, 
for payment of benefits, and for hold- 
ing of benefit appeals. 


7. To provide financing for bene- 
fits by payroll taxes on employers, or 
on employers and employees, which 
yield funds adequate to insure pay- 
ment of benefits in bad years as well 
as good years and, as far as possible, 
operate to reduce taxes in bad years 
and increase them in good years; to 
establish a tax structure which will 
encourage employers to stabilize em- 
ployment, without interfering with 
the overall objectives of the program. 


8. To provide benefits promptly 
when due, through appropriate statu- 
tory provisions (concerning notices 
to employers and time for appeals) 
and through appropriate administra- 
tive procedures. 


9. To administer the program so 
that claimants and employers under- 
stand their rights and responsibilities, 
that misrepresentation by either 
claimants or employers is subject to 
suitable penalties, and that improper 
payments are eliminated. 


10. To increase opportunities for 
reemployment of claimants through 
proper coordination with the Em- 
ployment Service. 


11. To provide public information 
useful to employers and workers, as 
well as to agencies and organizations 
concerned, on the number and 
characteristics of the unemployed and 
the contribution of the program to 
individuals and to the economy. 
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